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I am pleased to report that SBS ended fiscal year 1999 with 
record sales of $106.0 million, an increase of 43% from $74.2 million in the prior year. 
Our net earnings increased 22% to $12.3 million, which was also a company record. 
Earnings per share, on a fully diluted basis, increased to $1.99 from $1.64 the previous 
year. This has been an excellent year in the performance and development of our company. 

During fiscal 1999 growth came from both continued internal sales increases as well as 
the completion of two strategic business acquisitions which were immediately accretive, 
and which position the company for continued profitable growth. 

At the onset of this past year SBS had a very strong computer input/output product line 
serving over 1,000 customers. To be a complete solutions provider, we needed to substantially 
strengthen our computer processor (CPU) product line. We accomplished this mission 
early in the year as we acquired two companies that are leaders in the embedded computer 
industry. The first, or Industrial Computers GmbH, greatly expanded our Intel-based 
processor board product line and also gave us a much stronger presence in 
Europe. The second acquisition, V*l Computer, provided SBS with a technology 
leader in the PowerPC™ processor board business, which is the most common architecture 
used by our customers. The end result is that we came out of fiscal 1999 with one of the 
strongest processor board product offerings in our industry - maybe the strongest. As a 
result we are winning more business and bigger contracts, which we call “design wins”. 
A design win occurs when SBS receives an initial order from a customer and we have good 
reason to believe the order will lead to sales revenue in the ensuing 12 months of greater 



than $500,000. In fiscal 1999 SBS achieved 32 such design wins with customers such as 
Ericsson, GE, Perkin Elmer, Raytheon, and 3M. 



During fiscal 1999, we also invested heavily in research and development as well as 
in building our sales force. While the increase in these expenditures caused ^ 
slower growth in net earnings than in sales this past year, I believe they form the _ 
foundation of good growth to come. We are expanding our product offerings in all ^n, . 
areas of our business and keeping our technology at the forefront of our industry. This 
allows us to earn the excellent gross margins we enjoy and enables future growth. 

As we look to the future, I expect the growth of our company to be accelerated by the 
strength of our processor board product line and our ability to provide more complimentary 
products than any of our competitors. We will increase our emphasis on providing embedded 
computing systems to the builders of communications infrastructure while we continue to 
serve our established industrial, medical and military systems customers. We think this 
strategy will allow us to grow even faster in the future. 

I believe the accomplishments in fiscal 1999 and the efforts we have underway provide 
an excellent basis for our company’s continued success. I am very confident in the future 
of SBS in this new fiscal year and for the longer term. 


Sincerely, 



Christopher J. Amenson 
Chairman & Chief Executive Officer 


Embedded computers make technology work for you 


You don’t see embedded 


computers, but they make complex technology easier to use. Embedded computers 


process information, control machines and interact with people. They’re found in everything 


from aircraft to complex medical equipment, and are used for a variety of applications — 


from retrieving satellite information to controlling manufacturing assembly lines. 


In a growing number of industries, companies rely on embedded computers to make 


their products work easily and reliably. And as they do, SBS is there to meet their needs. 




using 


Telecommunications providers connect calls 
PowerPC-based embedded computers from SBS. 










SBS is a Leader in the embedded computer industry 


SBS serves more than 1,000 



customers with over 4,000 embedded computer products. These include processor 


boards, input/output modules, networking devices and complete computer systems for 


both commercial and rugged environments. Our approach of providing a wide range of 


standard and customized embedded computer solutions helps our customers get to 


market more quickly, more reliably and more economically. Helping our customers succeed 


has enabled SBS to become one of the best-performing companies in the industry. 


Global companies rely on SBS for embedded computer solutions 


When design 



engineers create complex industrial computer systems, they rely on the technical 


expertise, innovative products and outstanding service that SBS offers. And as 


embedded computer applications continue to grow, we are ensuring our industry 


leadership by strategically expanding our product lines to solve more customer 


problems. As a result, we have created satisfied customers who return to SBS again 


and again for solutions to each succeeding generation of computing challenges. 






Technology continues to drive our growth. 


Embedded computers are used 


in applications that were unimagined just a few years ago. Exciting developments — 


from DNA analyzers to telecommunications advances to improved automobile safety 


and comfort—rely on embedded computers. As a leader in the embedded computer 


industry, SBS is growing and profitable. We will continue to invest in technology 


and customer service to grow with our customers because we know the future of 


embedded computing offers evermore opportunity for those who continue to perform. 







SBS Technologies, Inc. and Subsidiaries 

Selected Financial Data 


The following selected financial data for the years ended June 30, 1995 Discussion and Analysis of Financial Condition and Results of 

through June 30, 1999 have been derived from the audited consolidat- Operations” and the audited consolidated financial statements and 

ed financial statements of SBS Technologies, Inc. (“the Company”). related notes thereto included elsewhere herein. 

This information should be read in conjunction with “Management's 


Year ended June 30 




1999 

1998 

1997 

1996 

1995 

Sales - continuing operations 

$ 

105,999,233 

74,213,901 

52,814,568 

31,331,793 

16,217,648 

Net income - continuing operations 

$ 

12,278,388 

10,090,188 

461,685 

3,580,907 

1,844,876 

Net income per common share 

$ 

2.1 1 

1.81 

0.10 

1.19 

0.66 

Net income per common share - assuming dilution 

$ 

1.99 

1.64 

0.09 

0.97 

0.65 

Total assets 

$ 

92,007,855 

74,315,187 

61,165,014 

20,443,672 

19,904,922 

Long-term debt, excluding current installments 

$ 

- 

- 

2,816,251 

5,188,320 

5,341,649 

Total liabilities 

$ 

14,779,882 

10,051,200 

10,838,326 

10,392,752 

14,855,674 

Total stockholders’ equity 

$ 

77,227,973 

64,263,987 

50,326,688 

10,050,920 

5,049,248 


Note: The Company has not declared any dividends during the periods presented. No dividend payments are expected in the foreseeable future. 

On August 12, 1998, the Company completed the purchase of SBS Technologies, Inc., Embedded PPC Products (formerly V*l Computer) 
(“Embedded PPC"). 

On July I, 1998, the Company acquired through its newly formed subsidiary, SBS Technologies Holding GmbH, a 50.1% interest in SBS or 
Industrial Computers GmbH (formerly or Industrial Computers GmbH) (“or”) and a 50.2% interest in ortec Electronic Assembly GmbH 
(“ortec”). The Company also acquired, through its wholly-owned subsidiary, SBS Technologies, Inc., Embedded Computers (formerly Logical 
Design Group, Inc.) (“Embedded Computers”), a 100% interest in or Computers, Inc. On December 9, 1998, the Company completed the 
purchases of the minority interest in or and ortec. On April 12, 1999, or Computers, Inc. was merged into Embedded Computers. 

For fiscal 1999, net income per common share - assuming dilution, includes a net benefit of approximately $0.10 related to non-recurring for¬ 
eign exchange gains, tax credit adjustments, and acquired in-process research and development. 

On November 24, 1997, the Company completed the purchase of SBS Technologies, Inc., Industrial Computers (formerly Micro Alliance, Inc.) 
(“Industrial Computers”). 

On November 18, 1996, the Company completed the purchase of SBS Technologies, Inc., Connectivity Products (formerly Bit 3 Computer 
Corporation) (“Connectivity Products”). In connection with the acquisition of Connectivity Products, the Company recorded an $1 1.0 million 
in-process R&D charge in the second quarter of fiscal 1997. 

For fiscal 1997, net income excluding the $ I 1.0 million in-process R&D charge would have been $7,061,685 (net of income taxes). Net income 
per common share excluding the $ I 1.0 million in-process R&D charge would have been $ 1.56 and net income per common share - assuming 
dilution would have been $1.34. 

On August 19, 1996, the Company completed a pooling of interests transaction with Embedded Computers, the results of which are included 
in fiscal 1997 on a prospective basis. 

On April 28, 1995 the Company completed the purchase of SBS Technologies, Inc., Modular I/O (formerly GreenSpring Computer Corporation) 
(“Modular I/O”). 

On April 26, 1995, the Company sold its flight simulation business to Camber Corporation, which was reported as discontinued operations in 
the consolidated financial statements. 

The Selected Financial Data for the statements of operations are for continuing operations only. 
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SBS Technologies, Inc. and Subsidiaries 

Management's Discussion and Analysis of Consolidated 
Financial Condition and Results of Operations 

All statements in this annual report, other than statements of histori¬ 
cal fact, that address activities, events or developments that the 
Company or management intends, expects, projects, believes or antic¬ 
ipates will or may occur in the future are forward-looking statements. 
These statements are based upon certain assumptions and assess¬ 
ments made by management of the Company in light of its experience 
and its perception of historical trends, current conditions, expected 
future developments and other factors it believes to be appropriate. 
The forward-looking statements included in this report are also sub¬ 
ject to a number of risks and uncertainties, including but not limited 
to economic, competitive, governmental and technological factors 
affecting the Company’s operations, markets, products, services and 
prices. These forward-looking statements are not guarantees of future 
performance and actual results, developments and business decisions 
may differ from those expressed or implied by these forward-looking 
statements. 

Overview 

The Company is a leading manufacturer of embedded computer 
components and systems used in a variety of applications, such as 
telecommunications, medical imaging, industrial control, and flight 
instrumentation, in the commercial and aerospace markets. The 
Company has three operating segments: the Computer Group, the 
Aerospace Group, and the European Group. The Company’s product 
lines include CPU (Pentium® and PowerPC™) boards, input/output 
(I/O) modules, avionics modules and analyzers, computer connectivity 
products, expansion units, real-time networks, telemetry boards, data 
acquisition software, DIN-rail embedded PCs, and industrial-grade 
computers. The Company capitalizes on its design expertise and cus¬ 
tomer service capabilities to enhance product quality and reduce time 
to market for OEM customers. The Company intends to continue its 
growth through a combination of internal growth and acquisitions. 
Internal growth is achieved through expanding its existing product 
lines through new product development, through increasing penetra¬ 
tion of its existing customer base, and by adding new customers. 

The Company entered the embedded computer market in 1988 with 
the development of its avionics interface board, which was used in 
ground-based avionics systems development and test applications. 
Today, the Company’s avionics interface and bus analyzer products are 
the industry standard for quality and innovation designed into major 
military programs, including the F-22, F-16, B-l, and B-2 as well as in 
such aerospace projects as the International Space Station. 


In 1992, the Company added a second embedded computer product 
line with the acquisition of SBS Technologies, Inc., Telemetry and 
Communications Products (formerly Berg Systems International) 
(“Telemetry”), a developer of telemetry interface circuit boards. 
Telemetry provides open architecture telemetry boards for aircraft, 
spacecraft, and launch-vehicle telemetry programs. Telemetry pio¬ 
neered the concept of single-board telemetry solutions nearly a 
decade ago. The product line currently consists of telemetry receivers, 
downconverters, BPSK/QPSK modems, bit synchronizers, PCM 
decommutators, PCM simulators, CCSDS products and application 
software. 

In 1995, the Company added a third embedded computer product line 
with the acquisition of Modular I/O. Modular I/O designs, manufac¬ 
tures and markets modular I/O solutions using mezzanine standards 
such as IndustryPack®, POMIP™, and PMC for PCI, CompactPCI,VME, 
ISA, STD32, PC/104 and stand-alone embedded platforms. Currently, 
the Company offers over 125 I/O modules for digital I/O, analog I/O, 
data communications, motion control, field bus, temperature measure¬ 
ment and graphics controller applications. 

In August 1996, the Company acquired Embedded Computers, a man¬ 
ufacturer of Intel processor-based CPU boards based on VME archi¬ 
tecture. This acquisition positioned the Company to take advantage of 
the growth in the use of both Intel processors and Microsoft software 
in the embedded computer market. 

Connectivity Products was added in November 1996, and provides 
high-performance and reliable bus connectivity products that include 
bus bridges, bus expansion units, and real-time coherent memory 
networks designed to operate in the most demanding applications. 

Industrial Computers was added in November 1997 and specializes in 
the design and manufacture of rugged, special-purpose PC, and 
CompactPCI industrial and military computers, enclosures and turn¬ 
key systems. It offers a variety of CPU boards and system enclosures, 
including rackmount, benchtop, workstation and portable systems. 

On July I, 1998, the Company acquired, through its newly formed 
subsidiary, SBS Technologies Holding GmbH, a 50.1% interest in or, 
a leading European designer of CPU boards utilized in a wide range 
of embedded computer applications. Based in Augsburg, Germany, 
or designs, manufactures and markets CPU boards based on Intel 
computer architecture available in the VME, CompactPCI, and 
PCCompact form factors, as well as VME CPU boards based on the 
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SBS Technologies, Inc. and Subsidiaries 

Management's Discussion and Analysis of Consolidated 
Financial Condition and Results of Operations (continued) 

Motorola 680X0 series processors and a series of computer 
input/output boards. As part of this acquisition, the Company 
acquired, through its newly formed subsidiary, SBS Technologies 
Holding GmbH, a 50.2% interest in ortec, based in Mindelheim, 
Germany, a related company which manufactures or’s commercial 
products and electronic products for other customers. The Company 
also acquired, through its wholly-owned subsidiary Embedded 
Computers, based in Raleigh, NC, 100% of the shares of or 
Computers, Inc., based in Fairfax, Virginia, which is the U.S. marketing 
support organization for the or product line. The Company purchased 
the remaining shares in or and ortec in December 1998. 

On August 12, 1998, the Company purchased 100% of the outstanding 
shares of Embedded PPC. Based in Carlsbad, California, Embedded 
PPC designs, manufactures and markets CPU boards based on the 
PowerPC processor for embedded computer applications based on 
theVME and CompactPCI bus architecture standards. 

In recent years, the Company has discontinued or divested certain of 
its operations. From its inception in 1986 until 1995, the Company 
provided flight simulators for a variety of military aircraft to U.S. and 
foreign entities. In April 1995, the Company divested the flight simula¬ 
tion business. Additionally from 1987 through the first half of fiscal 
1996, the Company provided engineering services that generated 
minimal revenue and profit. The Company subsequently exited this 
business. The Company marketed a Judgmental Use of Force Training 
System, used to train police and military personnel in the appropriate 
situational use of force, from 1993 through fiscal year 1997, when the 
Company sold this business. 

See "Recent Acquisitions” below for additional information. 


Recent Acquisitions 

On August 12, 1998, the Company completed the purchase of 
Embedded PPC. Based in Carlsbad, California, Embedded PPC designs, 
manufactures, and markets CPU boards based on the PowerPC 
processor for computer applications that utilize VME and CompactPCI 
bus standards. The Company acquired all of the outstanding capital 
stock of Embedded PPC for a total purchase price of $5.3 million. Of 
the $5.3 million, $5.0 million was paid in cash to the sellers at closing, 
and $0.2 million was paid in cash to the sellers on October 13, 1998, 
upon finalizing the closing balance sheet. The remainder represents 
acquisition costs associated with the purchase. The acquisition was 


15 


accounted for using the purchase method of accounting, and good¬ 
will is being amortized over ten years. The financial results of 
Embedded PPC have been included in the Company’s Consolidated 
Financial Statements from August 12, 1998. 

On July I, 1998, the Company acquired, through its newly formed 
subsidiary SBS Technologies Holding GmbH, a 50.1% interest in or 
Based in Augsburg, Germany, or designs, manufactures, and markets 
CPU boards utilized in a wide range of embedded computer appli¬ 
cations. As part of the acquisition, the Company acquired, through 
its newly formed subsidiary SBS Technologies Holding GmbH, a 
50.2% interest in ortec, a Mindelheim, Germany-based related com¬ 
pany which manufactures or’s commercial products and electronic 
products for other customers. The Company also acquired, through 
its wholly-owned subsidiary Embedded Computers, based in Raleigh, 
North Carolina, a 100% interest in or Computers, Inc., based in 
Fairfax,Virginia, which is the U.S. marketing support organization for 
the or product line. Effective April 12, 1999, or Computers, Inc. was 
merged into Embedded Computers. The purchase price, excluding 
transaction costs, for the majority interest in the two companies 
based in Germany and 1 00% of or Computers, Inc. was DM 17.5 mil¬ 
lion, approximately $9.7 million, paid in cash and 24,000 shares of 
common stock valued at $0.7 million at closing. In addition, the 
Company and the shareholders of both or and ortec entered into 
exclusive option agreements whereby the Company could acquire 
the remaining shares of both companies on February 28, 1999. In 
December 1998, the Company modified the option agreements, 
accelerating the purchase of the remaining interest in or and ortec 
from February 28, 1999 to December 9, 1998.The purchase price, 
excluding transaction costs, for the remaining interest in the two 
companies based in Germany was DM 18.2 million. The Company 
disbursed the cash, approximately $ 10.4 million, including interest at 
4.0%, during the quarter ended March 31, 1999. Acquisition costs 
associated with the purchases were approximately $1.1 million. 
The acquisitions were accounted for using the purchase method 
of accounting and goodwill is being amortized over a ten year 
period. In connection with the initial acquisition, the Company 
recorded a $0.5 million earnings charge, based on an assessment 
by the Company in conjunction with an independent valuation 
firm, of purchased technology of or. The assessment determined 
that $0.5 million of or’s purchase price represented technology 
that did not meet the accounting definitions of “completed 
technology,” and thus should be charged to earnings under 


SBS Technologies, Inc. and Subsidiaries 

Management's Discussion and Analysis of Consolidated 
Financial Condition and Results of Operations (continued) 

generally accepted accounting principles. This assessment analyzed 
certain VME, CompactPCI, and PC Compact products that were under 
development at the time of acquisition. These programs were in vari¬ 
ous stages of completion ranging from initial development to 90% of 
completion, with estimated completion dates ranging from September 
1998 through April 1999. The fair value of these development pro¬ 
grams was determined in accordance with views expressed by the staff 
of the Securities and Exchange Commission. In conjunction with the 
acquisition of the remaining interest of or completed on December 9, 
1998, all projects in process at the date of the initial acquisition had 
been substantially completed such that no additional in-process 
research and development was acquired. The financial results of or, 
ortec, and or Computers, Inc. have been included in the Company’s 
Consolidated Financial Statements from July I, 1998. 

In June 1999, the Company formed, through SBS Technologies Holding 
GmbH, SBS Technologies Europe GmbH, to market and distribute its 
U.S. products into Europe. The Company also formed SBS 
Technologies, Inc. Foreign Holding Company, a Nevada Corporation, to 
act as the holding company for all current and future off-shore owned 
entities. 

In August 1999, the Company formed a partnership between SBS 
Technologies Holding GmbH, or, and the newly formed general 
partner, SBS or Computers Verwaltungs GmbH. 

On November 24, 1997, the Company completed the purchase of 
Industrial Computers, a privately held San Diego County, California- 
based manufacturer of industrial computer enclosures and systems. 
Industrial Computers specializes in the design and manufacture of spe¬ 
cial-purpose PC-compatible computer systems offering a variety of 
CPU boards and system enclosures, including rack mount, desktop and 
mobile systems. Most systems contain passive backplanes that allow 
the addition of up to 20 ISA and PCI cards. These systems are often 
customized to meet the needs of particular OEM applications. The 
Company acquired all of the outstanding capital stock of Industrial 
Computers for a total purchase price of $5.8 million. Of this total pur¬ 
chase price, $5.7 million was paid in cash, including $250,000 which 
was placed in a joint escrow account until the earlier of resolution of 
certain tax issues or the end of any applicable statute of limitations, 
and the remainder represents acquisition costs associated with the 
purchase. The acquisition was accounted for using the purchase 


method of accounting and goodwill is being amortized over a ten year 
period. The financial results of Industrial Computers have been 
included in the Company’s Consolidated Financial Statements from 
November 24, 1997. 

On November 18, 1996, the Company completed the purchase of 
Connectivity Products. Connectivity Products is a St. Paul-based man¬ 
ufacturer of computer networking and interconnection hardware for 
many of the most widely used computer architecture standards in the 
standard bus embedded computer market. Under the terms of the 
purchase agreement dated October 8, 1996 (the “Acquisition 
Agreement”) among the Company and the two shareholders of 
Connectivity Products (the “Sellers”), the Company acquired all of the 
outstanding capital stock of Connectivity Products for a total purchase 
price of $24.0 million. Of this total purchase price, $20.0 million was 
paid to the Sellers in cash upon closing of the public stock offering 
(see “Public Stock Offering”). Of the balance of $4.0 million, $1.0 
million was paid to the Sellers on July 1, 1997 and $3.0 million was paid 
to the Sellers on July I, 1998, pursuant to secured promissory notes 
according to the terms of the Acquisition Agreement. The financial 
results of Connectivity Products have been included in the Company’s 
Consolidated Financial Statements from November 18, 1996. In con¬ 
nection with the acquisition, the Company recorded a $1 1.0 million 
earnings charge based on an assessment by the Company, in conjunc¬ 
tion with an independent valuation firm, of purchased technology of 
Connectivity Products. The assessment determined that $1 1.0 million 
of the purchase price represented technology that does not meet the 
accounting definition of “completed technology,” and thus should be 
charged to earnings under generally accepted accounting principles. 
Goodwill is being amortized over a ten year period. 
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SBS Technologies, Inc. and Subsidiaries 

Management's Discussion and Analysis of Consolidated 
Financial Condition and Results of Operations (continued) 


The following pro forma consolidated results of operations have been prepared as if the acquisitions of Industrial Computers, or, ortec, or 
Computers, Inc., and Embedded PPC had occurred on July I, 1997. 


(in thousands except per share amounts) 

Sales 

Net income 

Net income per common share 

Net income per common share - assuming dilution 


June 30 


_1999_ 1998 

$ 106,570 95,244 

12,857 8,795 

2.21 _L57 

Z08 i~42 


The pro forma information is presented for informational purposes only and is not necessarily indicative of the results of operations that 
actually would have been achieved had the acquisitions been consummated as of that time, nor is it intended to be a projection of future results. 


On August 19, 1996, the Company completed a pooling of interests 
transaction with Embedded Computers based in Raleigh, North 
Carolina. Embedded Computers manufactures Intel processor-based 
CPU boards for the standard bus embedded computer market. 
The financial results of Embedded Computers are not included in the 
Company's Consolidated Financial Statements for the periods prior to 
July I, 1996, as historical results did not have a material effect on 
consolidated results of operations. 

Public Stock Offering 

On November 18, 1996, the Company consummated a fully under¬ 
written public offering of 1,500,000 shares of the Company’s common 
stock at a price of $25,625 per share. In addition, certain selling share¬ 
holders sold an additional 300,000 shares in the offering. The proceeds 
of the sale of the 300,000 additional shares did not benefit the 
Company; however, the Company did receive the exercise price of 
$4.80 per share from the exercise of warrants covering 100,000 of the 


shares. An underwriting group led by SG Cowen Securities 
Corporation and SoundView Technology Group, Inc. managed the 
offering. The net proceeds to the Company from the public stock 
offering were used to fund the acquisition of Connectivity Products 
(see “Recent Acquisitions” above), to repay long-term debt, and the 
balance was used for general working capital requirements and 
acquisitions. 

Sale of Judgmental Use of Force Business 

On June 26, 1997, the Company sold substantially all of the assets of 
the Company's Judgmental Use of Force Business to FATS, Inc. for 
$2.0 million. This business marketed a Judgmental Use of Force 
Training System used to train police and military personnel in 
appropriate situational use offeree. The results of operations of this 
business were immaterial to the total operating results of the 
Company. 
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SBS Technologies, Inc. and Subsidiaries 

Management's Discussion and Analysis of Consolidated 
Financial Condition and Results of Operations (continued) 


Results of Operations 

The following table sets forth for the periods indicated certain operating data as a percentage of sales: 


Year ended June 30 



1999 

1998 

1997 

Sales 

100.0 % 

100.0 % 

100.0 % 

Cost of Sales 

42.0 

42.8 

47.2 

Gross Profit 

58.0 

57.2 

52.8 

Selling, general and administrative expense 

22.6 

22.8 

19.4 

Research and development expense 

13.5 

10.8 

8.4 

Acquired in-process research and development charge 

0.5 

- 

20.8 

Amortization of intangible assets 

3.8 

2.6 

2.8 

Operating income 

17.6 

21.0 

1.4 

Interest income, net 

- 

1.3 

0.1 

Foreign exchange gains 

0.6 

- 

- 

Income before income taxes and minority interest 

18.2 

22.3 

1.5 

Income taxes 

6.3 

8.7 

0.6 

Income before minority interest 

1 1.9 

13.6 

0.9 

Minority interest 

0.4 

- 

- 

Net Income 

1 1.5 % 

13.6 % 

0.9 % 


Year ended June 30, 1999 Compared toYear Ended June 30, 1998 

Sales. In fiscal 1999, sales increased 42.8%, or $31.8 million, from 
$74.2 million in fiscal 1998 to $106.0 million. Of this 42.8% increase, 
sales contributed by Embedded PPC, which was acquired on August 
12, 1998, comprised 13.8%, sales contributed by or, ortec, and or 
Computers, Inc., which were acquired on July I, 1998, comprised 
18.9%, sales contributed by Industrial Computers, which was acquired 
on November 24, 1997, comprised 4.9%, and 5.2% was attributable to 
the Company’s other product lines. Throughout fiscal 1999, prices for 
the Company's products remained firm, and unit shipments increased 
across all product lines, with the exception of the Company's U.S. built 
CPU products manufactured by Embedded Computers and Modular 
I/O product lines, which declined compared to fiscal 1998. The sales 
of the Company’s CPU and Modular I/O products decreased 9.0% 
compared to fiscal 1998, primarily due to the effects of a slowdown in 
the semiconductor industry and the Asian currency and economic crisis. 


Management currently believes that the markets for these products 
are stabilizing, and that any further declines will have a minimal effect 
on its operations. 

Gross Profit. In fiscal 1999, gross profit increased 45.0%, or $19.1 
million, from $42.4 million in fiscal 1998, to $61.5 million. Of this 45.0% 
increase, 34.2% was due to the acquisitions of Embedded PPC, or, 
ortec, or Computers, Inc., and Industrial Computers, and 10.8% was 
due to increased sales volume over fixed costs and material cost 
improvements in the Company’s other product areas, as well as a 
higher percentage of sales of the Company’s Aerospace and 
Connectivity products, which generally yield higher margins than the 
Company’s other products. For the same reasons, in fiscal 1999, gross 
margin increased to 58.0% of sales from 57.2% in fiscal 1998. 
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SBS Technologies, Inc. and Subsidiaries 

Management's Discussion and Analysis of Consolidated 
Financial Condition and Results of Operations (continued) 

Selling, General and Administrative Expense. In fiscal 1999, selling, 
general and administrative expense increased 42.0%, or $7.1 million, 
from $16.9 million in fiscal 1998, to $24.0 million. Of this 42.0% 
increase, 24.0% resulted from the added expenditures due to the 
acquisitions of Embedded PPC, or, ortec, or Computers, Inc., and 
Industrial Computers, and 18.0% was due to additional salaried sales 
personnel as the Company transitioned from an independent sales 
force to a direct sales force, as well as additional administrative staffing 
and promotional costs commensurate with the growth of the 
Company. In fiscal 1999, selling, general and administrative expense as a 
percentage of sales was consistent at 22.6%, compared to 22.8% in fis¬ 
cal 1998, in line with the increase in sales volume. 

Research and Development Expense. In fiscal 1999, research and 
development expense increased by 79.8%, or $6.4 million, from $8.0 
million in fiscal 1998, to $14.4 million. Of this 79.8% increase, 41.3% 
resulted from the added expenditures due to the acquisitions of 
Embedded PPC, or, ortec, or Computers, Inc., and Industrial 
Computers, and 38.5% was due to increased investment in product 
development in the Company’s other product areas. For the same rea¬ 
sons, in fiscal 1999, research and development expense increased to 
13.5% of sales from 10.8% in fiscal 1998. 

Acquired In-Process Research and Development Charge. In fiscal 
1999, in connection with the acquisition of the majority interest in or 
completed on July I, 1998, the Company recorded a $0.5 million earn¬ 
ings charge based on an assessment by the Company, in conjunction 
with an independent valuation firm, of purchased technology of or. 
The assessment determined that $0.5 million of or’s purchase price 
represented technology that did not meet the accounting definitions 
of “completed technology,” and thus should be charged to earnings 
under generally accepted accounting principles (see “Recent 
Acquisitions” above). In conjunction with the acquisition of the 
remaining interest in or, all projects in process at the date of the 
initial acquisition had been substantially completed such that no 
additional in-process research and development was acquired. 

Amortization of Intangible Assets. In fiscal 1999, amortization of 
intangible assets increased 105.4%, or $2.1 million from $1.9 million in 
fiscal 1998, to $4.0 million. This increase was the result of the 
amortization of goodwill associated with the acquisitions of Embedded 
PPC, or, ortec, and Industrial Computers. 

Interest Income. In fiscal 1999, interest income decreased 73.4%, or 
$822,000, from $1.1 million in fiscal 1998, to $298,000. This decrease 
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was primarily due to the reduction in interest earned on cash, as the 
Company’s cash decreased due to the $3.0 million final payment to 
the former owners of Connectivity Products on July I, 1998, the 
$20.2 million payments (net of cash acquired) for the acquisitions of 
or, ortec, and or Computers, Inc., the $5.1 million payment (net of 
cash acquired) for the acquisition of Embedded PPC, $2.4 million for 
the acquisition of property and equipment, and $1.6 million in 
capital expenditures for leasehold improvements at the Company’s 
new facility located in Carlsbad, California. 

Interest Expense. In fiscal 1999, interest expense increased 
53.2%, or $100,000, from $188,000 in fiscal 1998, to $288,000. This 
increase was due to interest associated with the $7.9 million of 
borrowings drawn under the Company's line of credit, as well as 
interest paid on the $10.4 million payment for the remaining inter¬ 
est in or and ortec, partially offset by the elimination of the imput¬ 
ed interest expense associated with the notes payable to the former 
owners of Connectivity Products. 

Foreign Exchange Gains. In fiscal 1999, the $667,000 of foreign 
exchange gains were primarily attributable to the change in 
exchange rates between December 9, 1998 and February 28, 1999, 
relating to the DM 16.7 million payments made during the quarter 
ended March 31, 1999 for the remaining interests in or and ortec 
(see “Recent Acquisitions” above). 

Income Taxes. For fiscal 1999 and fiscal 1998 income taxes repre¬ 
sent effective income tax rates of 34.3% and 39.0%, respectively. The 
decrease in the effective rate is due to tax planning strategies imple¬ 
mented by the Company, including research and experimental tax 
credits (including $0.5 million of credits related to prior years), 
and increased use of the Company’s foreign sales corporation, 
partially offset by a higher effective tax rate in Germany. 

Earnings per Share. For fiscal 1999, net income per common share 
was $2.1 I compared to $ 1.81 for fiscal 1998. Net income per com¬ 
mon share - assuming dilution was $1.99 for fiscal 1999 compared 
to $1.64 for fiscal 1998. Included in net income per common share 
and net income per common share - assuming dilution for fiscal 1999 
is a net benefit of approximately $0.10 related to non-recurring for¬ 
eign exchange gains, tax credit adjustments, and acquired 
in-process research and development. 
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Review of Business Segments 

The Company is managed and operates through three operating 
segments: the Computer Group, the Aerospace Group and the 
European Group. The following is a discussion of sales from external 
customers and segment profit for each reportable segment. The 
Company does not allocate to these segments costs associated with 
its corporate headquarters, substantially all of the amortization 
expense associated with acquisitions, substantially all interest income 
earned on cash balances, interest expense associated with Company 
borrowing facilities, and acquired in-process research and development 
charges. This measure of segment profit described above is referred 
to herein as “Segment Profit." 

Computer Group 

Sales from External Customers Segment Profit 

FY99 $64.1 million $13.5 million 

FY98 $45.1 million $11.3 million 


Computer Group sales from external customers in fiscal 1999 
increased 42.3%, or $19.0 million, from $45.1 million in fiscal 1998 to 
$64.1 million. Of this 42.3% increase, sales contributed by the acqui¬ 
sitions of Embedded PPC, Industrial Computers, and the U.S. distribu¬ 
tion of or products accounted for 39.9% of the increase. The balance 
of the increase, 2.4%, is due to increases in the Group’s other product 
lines. On a standalone basis, sales of the Company’s I/O products and 
the U.S. built CPU products manufactured by Embedded Computers 
decreased 9% compared to fiscal 1998, primarily due to the effects of 
a slowdown in the semiconductor industry and the Asian currency and 
economic crisis. Management currently believes that the markets for 
these products are stabilizing, and that any further declines will have a 
minimal affect on its operations. These declines were offset by a 14.0% 
increase in the Company’s computer connectivity and expansion prod¬ 
ucts. 

Computer Group segment profit in fiscal 1999 increased 19.5%, or 
$2.2 million, from $11.3 million in fiscal 1998, to $ 13.5 million, primar¬ 
ily due to earnings contributed by the acquisitions of Embedded PPC 
and Industrial Computers. Segment profit as a percentage of sales 
decreased from 25.0% in fiscal 1998 to 21.0% in fiscal 1999. This 
decrease was primarily the result of lower gross margins as the 
Group’s overall sales mix shifted to lower margin products, as well as 
increased sales expense as the Group strengthened its sales force and 
increased investment in product development. 


Aerospace Group 

Sales from External Customers Segment Profit 

FY99 $31.9 million $10.8 million 

FY98 $29.1 million $11.0 million 

Aerospace Group sales from external customers in fiscal 1999 
increased 9.4%, or $2.8 million, from $29.1 million in fiscal 1998 to 
$31.9 million. In fiscal 1999, sales of the Group's avionics interface 
products increased 4.8% over fiscal 1998, a reduced rate of growth 
compared to that experienced by the Group in the past several years. 
Management believes that this reduced growth is the result of the 
Group’s high market share of its avionics interface products and a 
decline in defense electronics research and development expenditures. 
Sales of the Group’s telemetry products increased 23.5% in 
fiscal 1999 over fiscal 1998 as the Group increased its participation in 
the military and commercial satellite market. 

Aerospace Group segment profit in fiscal 1999 decreased 2.0%, or 
$200,000, from $11.0 million in fiscal 1998 to $10.8 million. The 
additional gross margin realized from the Group’s increased sales was 
offset by higher selling, general and administrative expenses and 
product development costs primarily in the telemetry products area as 
the Group positioned Telemetry for additional growth. 

European Group 

Sales from External Customers_Segment Profit 

FY99 $10.0 million $3.3 million 

The European Group was formed in July 1998 with the acquisitions 
of or and ortec. The European Group provides a substantial 
expansion of the Company’s Intel-based processor product line 
sold in both the U.S. and Europe. The principal current markets 
for the European Group’s products are operational military and space 
systems and industrial automation and control. European Group sales 
from external customers for fiscal 1999 sold into the European 
market were $10.0 million with an additional $3.5 million of inter-seg¬ 
ment sales sold to and reflected in the sales from external customers 
of the Computer Group. On a pro forma basis the gross sales for 
fiscal 1999 of $13.5 million represent approximately an 8.0% increase 
when compared to the same period of the prior fiscal year. 
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The European Group segment profit for fiscal 1999 was $3.3 million, 
in line with the Company’s expectations. 

Liquidity and Capital Resources 

The Company uses a combination of the sale of equity securities, 
internally generated funds and bank borrowings to finance its 
acquisitions, working capital requirements, capital expenditures and 
operations. 

Cash totaled $3.5 million at June 30, 1999, a decrease of $19.4 million 
from June 30, 1998. This decrease was the result of the acquisitions of 
Embedded PPC, or, ortec, and or Computers, Inc. for $25.3 million, 
net of cash acquired, $2.4 million for the acquisition of property and 
equipment, $ 1.6 million in leasehold improvements associated with the 
Company’s new Carlsbad, California facility, $3.0 million for the final 
payment to the former owners of Connectivity Products, $ 1.6 million 
paid to the former minority shareholders of or and ortec for prior 
year undistributed dividends and $0.2 million for the repurchase of 
10,000 shares of the Company’s Common Stock in accordance with 
the Company’s Repurchase Plan announced on October 16, 1998 
whereby the Company’s Board of Directors approved the repurchase 
of up to 500,000 shares of its Common Stock within a twelve month 
period. These expenditures were offset by cash flows from operating 
activities of $9.3 million, $1.2 million from the exercise of stock 
options and warrants, and $3.9 million (net of payments of $4.0 
million) drawn against the Company’s $15.0 million Credit Agreement 
with Bank of America. The Company’s growth during the fiscal year 
caused the Company to increase accounts receivable and inventory. 
Liabilities were in line with the current level of business. The exercise 
of stock options related to the Company’s stock option plans reduced 
the Company’s tax liability. 

In fiscal years ended June 30, 1998 and June 30, 1997, the Company 
generated $6.9 million and $8.5 million, respectively, of positive cash 
flow from operating activities. In fiscal 1998, the positive cash flow 
from operating activities provided the Company sufficient funds to 
acquire Industrial Computers in November 1997. In fiscal 1997, the 
positive cash flow from operating activities combined with the net pro¬ 
ceeds from the sale of common stock (see “Public Stock Offering”) 
provided the Company sufficient funds to acquire Connectivity 
Products in November 1996 and to pay down all existing debt. 
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On December I, 1998, the Company entered into a $15.0 million 
Credit Agreement (“Agreement”) with Bank of America, N.A. 
(“Lender”), formerly NationsBank, N.A. The Agreement expires on 
November 30, 1999. Management intends to renew the agreement 
in the ordinary course of business. As of June 30, 1999 there was 
$3.9 million of borrowings drawn on the Agreement. The Agreement 
imposes two performance ratios on the Company. They are a Senior 
Funded Debt to EBITDA Ratio and a Fixed Charge Coverage Ratio. 
The Senior Funded Debt to EBITDA Ratio requires that the 
Company’s total debt evidenced by promissory notes, loan agree¬ 
ments, bonds or similar instruments, but excluding subordinated 
debt, will not be greater than a ratio of 1.25 to I when compared to 
the Company’s profit before tax plus interest, depreciation, and 
amortization expense for the preceding four quarters from the time 
of measurement. The Fixed Charge Coverage Ratio requires that 
the ratio of (a) the Company’s profit before tax plus interest, depre¬ 
ciation, amortization expense, and operating lease expense, minus 
federal income tax and capital expenditures (all for the immediately 
preceding four fiscal quarters from the time of measurement), to (b) 
the sum of interest expense plus operating lease expense plus prin¬ 
cipal payments on debt, (other than debt incurred from this 
Agreement and the $3.0 million payment made on July 1, 1998 to the 
former owners of Connectivity Products), plus distributions (includ¬ 
ing dividends), all for the immediately preceding four fiscal quarters 
from the time of measurement, not be less than 5.00 to 1.00. In addi¬ 
tion, the Company is subject to a Tangible Net Worth covenant 
whereby the Company shall not permit its total stockholders’ equi¬ 
ty less the net book value of intangible assets and unamortized debt 
discount and expenses, to be less than the sum of $36.0 million plus 
75% of the cumulative consolidated net income for each calendar 
quarter commencing on October I, 1998, through the quarter of 
measurement, plus 75% of the amount of any proceeds received 
from the issuance of any additional shares of stock or other equity 
instruments. However, the required Tangible Net Worth was 
reduced by $8.0 million after the date that the Company exercised 
its option to purchase the minority share of or and ortec. The 
Company is also prohibited from disposing of or acquiring certain 
assets and businesses, making certain distributions, including dividends, 
and purchasing or redeeming or incurring any liability to purchase or 
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redeem any capital stock without the permission of the Lender. The 
Company can borrow against the Agreement with an interest rate 
based on the Lender’s prime rate or LIBOR in accordance with the 
following LIBOR margin. Using the LIBOR option, if the Company’s 
Senior Funded Debt to EBITDA Ratio is less than 0.50, the interest 
rate is LIBOR plus 1.50%, or if the Company’s Senior Funded Debt to 
EBITDA Ratio is greater than or equal to 0.50 but less than or equal 
to 1.25, the interest rate is LIBOR plus 1.75%. Commencing on January 
I, 1999,the Company is assessed a non-refundable fee equal to 0.20% 
times the average daily unused portion of the $15.0 million commit¬ 
ment during each calendar quarter. The Agreement is guaranteed by 
Guaranty Agreements provided by each of the Company’s 
subsidiaries except for the Company’s German subsidiaries. At June 
30, 1999, the Company was in compliance with all of the covenants of 
the Agreement. Management believes that its financial resources, 
including its internally generated funds, and debt capacity will be 
sufficient to finance the Company’s current operations and capital 
expenditures, excluding acquisitions, for the next twelve months. At 
June 30, 1999, there were no material outstanding commitments for 
capital expenditures. 

For the three most recent fiscal years, there has been no significant 
impact from inflation or changing prices on the Company’s sales or 
income from continuing operations. 

Year 2000 Issue 

Description of the Issue. The Year 2000 (“Y2K”) issue refers to the 
inability of certain date-sensitive computer chips, software, and sys¬ 
tems to recognize a two-digit date field as belonging to the 21st cen¬ 
tury. Mistaking “00” for 1900 or any other incorrect year could result 
in a system failure or miscalculations causing disruptions to operations, 
including manufacturing, a temporary inability to process transactions, 
send invoices, or engage in other normal business activities. This is a 
significant issue for most, if not all companies, with far reaching 
implications, some of which cannot be anticipated or predicted with 
any degree of certainty. The Y2K issue may create unforeseen risks 
to the Company from its internal computer systems as well as from 
computer systems of third parties with which it deals. Failures of 
the Company's and/or third parties’ computer systems could have a 
material adverse impact on the Company’s ability to conduct 
its business. 


Year 2000 Task Force. The Company assembled, in April 1998, an 
internal task force, chaired by the CEO and comprised of senior man¬ 
agers throughout the Company. The task force has established a com¬ 
prehensive program to review the Company’s products, business and 
engineering applications, suppliers and facilities, and is developing 
contingency plans for Y2K readiness to be completed by the end of 
calendar 1999. These contingency plans include such options as 
multiple sources of components and subcontract assembly, increasing 
inventory levels of selected critical components, and moving produc¬ 
tion to alternative locations. The goal of the task force is to minimize 
the effect thatY2K issues will have on the Company and its customers. 
The CEO of the Company updates the Board of Directors on itsY2K 
readiness at each scheduled board meeting. 

Internal Business and Engineering Systems. Throughout its opera¬ 
tions, the Company is using 146 internal business and engineering 
purchased software packages. The task force has reviewed or tested 
all of these 146 software packages and has determined that 91%, or 
133 systems, are compliant and 9%, or 13 systems are not compliant. 
Of these 13 non-compliant systems, 7 will be used as is, as the date 
fields are not critical to the Company’s use, and the remaining 6 
systems are scheduled to be modified by the end of calendar 1999. 
Although the Company has been assured by its vendor that its busi¬ 
ness information system, installed in 1998 and utilized at most of its 
locations, isY2K ready as long as the Company adheres to the suppli¬ 
er’s Y2K readiness guidelines, the Company plans to simulate, in aY2K 
environment, standard monthly transactions from January I, 2000 
through February 29, 2000, to verify this readiness. Planned comple¬ 
tion of this simulation is September 1999. The Company has 565 
computer workstations and servers throughout its operations. As of 
September I, 1999,91% of these computer workstations and servers 
have been tested and all necessary modifications to ensure compliance 
have been completed with the balance expected to be tested and com¬ 
pliant by October 1999. 

Suppliers. The major suppliers to the Company are component parts 
distributors and contract manufacturers. Often the Company sources 
its products and manufacturing services from multiple, competing 
vendors. The Company has sent questionnaires to 327 of its suppliers 
to determine their Y2K readiness and to what extent the Company 
may be vulnerable due to their failure to be Y2K ready. As of 
September I, 1999,95% of the Company’s suppliers have responded. 
The Company has determined that 185 of these suppliers are 
critical to its operations. A critical supplier is defined as one whose 
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failure to be Y2K compliant would have a material impact on the 
Company’s operations, possibly shutting down manufacturing or other 
critical operations within a short period of time. The Company has 
made site visits to a representative sample of its most critical suppli¬ 
ers in order to assess their degree of readiness. The assessment 
process of the critical suppliers, including additional site visits by 
Company personnel, will be ongoing throughout calendar 1999 to 
understand, to the highest degree possible, their readiness. As a con¬ 
tingency, the Company plans to increase inventory levels of critical 
components. The Company expects that the increase in inventory will 
be funded by cash flows from operating activities. There can be no 
assurance that the systems of other companies on which the Company 
relies will be Y2K ready on a timely basis and will not have an adverse 
effect on the operations of the Company. In the instances where the 
Company is unable to determine that its vendors have taken, or will 
take, appropriate steps to minimize disruption due to non-Y2K 
readiness, the Company has contingency plans to move to currently 
identified alternate sources. 

The Company has seven facilities, five in the United States and two in 
Germany. Each facility relies on local private or governmental suppli¬ 
ers for electricity, water, sewer, telephone and other needed services. 
A disruption in any of these services could have a material adverse 
effect on the operations of the affected location. As a contingency, 
plans are being prepared that if a prolonged disruption occurs at any 
of the Company’s facilities, production of that location’s product would 
be transferred to other Company facilities. 

Products. The Company has assessed the capability of all of its exist¬ 
ing and legacy products to handle the year 2000. In addition, all prod¬ 
ucts under development have been reviewed to ensure Y2K readiness 
prior to release. Certain of the Company's computer processor board 
level products and integrated computer systems utilize computer chips 
that include built in operating systems (“BIOS”) allowing the comput¬ 
er to initialize and load software. For many users, software is provid¬ 
ed by sources other than the Company. As with the typical PC com¬ 
puter, the assessment of whether a complete system will operate cor¬ 
rectly may depend on the BIOS capability and software. To the extent 
that older BIOS or software are not Y2K ready, they may need to be 
upgraded or replaced. All of the Company’s existing businesses have 
sent letters to all of their current and former customers indicating to 
them which of the Company’s products may not be Y2K ready, 
depending on their application, and what steps need to be taken to 
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ensure Y2K readiness, or the need for replacement. In addition, the 
Company has posted on its web site (http://www.sbs.com) Y2K 
readiness information on all of its products. 

Costs. The Company expects the cost of its Y2K assessment, includ¬ 
ing both incremental spending and reallocated resources, will not be 
material and will be absorbed within the normal capital equipment 
and operating expenditures of the Company. To date, costs incurred 
and included in the Company’s reported financial results were 
approximately $330,000 and were limited to the cost of existing 
employees assigned to the task force, or outside consultants hired 
on a temporary basis. The Company estimates that it will spend an 
additional $150,000 through completion of its Y2K program. The 
current assessment does not include potential costs related to any 
customer or other claims or the cost of internal software and hard¬ 
ware replaced in the normal course of business. This assessment is 
subject to change. Since there is no uniform definition of “Y2K 
readiness” and since all customer situations cannot be anticipated, 
particularly those involving third party products, the Company may 
encounter claims as a result of the Y2K transition. These claims, if 
successful, could have a material adverse impact on future results. 

Customers. Because the Company has no customer which com¬ 
prises more than 10% of its sales, the Company believes that the 
effect of a failure of any single customer to continue to purchase 
goods and services from the Company due to non-Y2K readiness 
will not be material to the operations of the Company. The 
Company sells its products and services to hundreds of customers. 
Some of the Company’s customers may not become Y2K ready, in 
which case, the Company cannot assure that their lack of readiness 
in the aggregate, will not have a material effect on the Company’s 
operations. 

Euro Conversion 

On January I, 1999 eleven of the fifteen member countries of the 
European Union adopted the euro as their common legal currency 
and established fixed conversion rates between their existing 
sovereign currencies and the euro. The legacy currencies of the par¬ 
ticipating European Union members will remain legal tender in the 
participating countries for the transition period from January I, 1999 
to January I, 2002. Beginning January I, 2002, the participating 
countries will issue new euro-denominated bills and coins for use in 
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cash transactions. Legacy currencies will no longer be legal tender for 
any transactions beginning July 1,2002, making conversion to the euro 
complete. The Company has begun to assess its need to adapt infor¬ 
mation technology and other systems to accommodate euro-denomi- 
nated transactions, any potential impact on terms and enforceability of 
legacy denominated contracts, and potential tax consequences of 
currency conversion. This assessment is being conducted to deter¬ 
mine whether the euro conversion will have a material adverse effect 
on the Company’s financial position, results of operations, or liquidity. 

New Accounting Standards 

SFAS 133, “Accounting for Derivative Instruments and Hedging 
Activities”, was issued in June 1998. This statement establishes 
accounting and reporting standards for derivative instruments, includ¬ 
ing certain derivative instruments embedded in other contracts, and 
for hedging activities. The provisions of SFAS I 33, as amended, are 
effective for financial statements for fiscal years beginning after June I 5, 
2000, although early adoption is permitted. The Company has not 
determined the financial impact of adopting SFAS 133 to date. 

Year Ended June 30, 1998 Compared toYear Ended June 30, 1997 

Sales. In fiscal 1998, sales increased 40.5%, or $21.4 million, from 
$52.8 million in fiscal 1997 to $74.2 million. Of this 40.5% increase, 
sales contributed by Industrial Computers, which was acquired on 
November 24, 1997, comprised 9.1%, sales contributed by 
Connectivity Products, which was acquired on November 18, 1996, 
comprised 14.7%, and 19.8% of this increase was attributable to the 
Company’s other product lines, offset by 3.1% due to the sale of the 
Company’s Judgmental Use of Force business on June 26, 1997. 
Throughout fiscal 1998, prices for the Company’s products remained 
firm, and unit shipments increased across all product lines. Historically, 
less than 5.0% of the Company’s sales were direct sales to Asian-based 
customers. The Company experienced minimal direct effect (less than 
2.0% of sales) on its operations due to the Asian currency and eco¬ 
nomic crisis. 

Gross Profit. In fiscal 1998, gross profit increased 52.0%, or $14.5 
million, from $27.9 million in fiscal 1997, to $42.4 million. Of this 
52.0% increase, 21.9% was due to the acquisitions of Connectivity 
Products and Industrial Computers, and 30.1% was due to increased 
sales volume over fixed costs, material cost improvements, and a 


reduction in commissionable sales due to the movement from an 
independent representative sales force to a direct sales force, and the 
sale of the Company’s low margin Judgmental Use of Force business. 
For the same reasons, in fiscal 1998, gross margin increased to 57.2% 
of sales from 52.8% in fiscal 1997. 

Selling, General and Administrative Expense. In fiscal 1998, selling, 
general and administrative expense increased 65.2%, or $6.7 million 
from $10.2 million in fiscal 1997, to $16.9 million. Of this 65.2% 
increase, 16.9% resulted from the added expenditures due to the 
acquisitions of Connectivity Products and Industrial Computers, and 
48.3% was due to additional salaried sales personnel as the Company 
transitioned from an independent sales force to a direct sales force, as 
well as additional administrative staffing and promotional costs 
commensurate with the growth of the Company. For the same rea¬ 
sons, selling, general and administrative expense increased to 22.8% of 
sales from 19.4% in fiscal 1997. 

Research and Development Expense. In fiscal 1998, research and 
development expense increased 80.5%, or $3.6 million, from $4.4 
million in fiscal 1997, to $8.0 million. Of this 80.5% increase, 18.2% 
resulted from the added expenditures due to the acquisitions of 
Connectivity Products and Industrial Computers, and 62.3% was due 
to increased investment in new products in the Company’s other 
product areas. For the same reasons, research and development 
expense increased to 10.8% of sales from 8.4% in fiscal 1997. 

Amortization of Intangible Assets. In fiscal 1998, amortization of 
intangible assets increased 28.8%, or $400,000 from $1.5 million in 
fiscal 1997, to $1.9 million as a result of goodwill amortization associ¬ 
ated with the acquisitions of Connectivity Products and Industrial 
Computers. 

Interest Income, Net of Interest Expense. In fiscal 1998, interest 
income, net of interest expense, was $933,000 compared to $14,000 
in fiscal 1997. This change is attributable to the elimination of all bank 
debt effective November 22, 1996, by application of some of the 
proceeds of the public stock offering, and earnings on surplus cash 
from operations as well as earnings on cash received above the 
Company’s immediate requirements from the public offering, offset by 
imputed interest of $184,000 on notes payable to the former owners 
of Connectivity Products. 
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Income Taxes. For fiscal 1998 and fiscal 1997 income taxes represent 
effective income tax rates of 39.0% and 40.0%, respectively. The 
decrease in the effective rate is due to tax planning strategies 
implemented by the Company, including a research and experimental 
tax credit. 

Earnings per Share. For fiscal 1998, net income per common share 
was $1.81 compared to $0.10 for fiscal 1997. Net income per com¬ 
mon share - assuming dilution was $1.64 for fiscal 1998 compared to 
$0.09 for fiscal 1997. This change is primarily due to the $ I 1.0 million 
charge to earnings associated with the acquisition of Connectivity 
Products in November 1996, offset by additional shares outstanding. 
For fiscal 1997, net income per common share-assuming dilution, 
excluding the charge to earnings, net of income taxes, would have been 
$1.34. 

Review of Business Segments 

The following is a discussion of sales from external customers and 
segment profit for each reportable segment. The Company does not 
allocate to these segments costs associated with its corporate head¬ 
quarters, substantially all of the amortization expense associated with 
acquisitions, substantially all interest income earned on cash balances, 
interest expense associated with Company borrowing facilities, and 
acquired in-process research and development charges. This measure 
of segment profit described above is referred to herein as “Segment 
Profit.” 

Computer Croup 

Sales from External Customers Segment Profit 

FY98 $45.1 million $ I 1.3 million 

FY97 $28.7 million $7.5 million 


Computer Group sales from external customers in fiscal 1998 
increased 57.0%, or $16.4 million, from $28.7 million in fiscal 1997 to 
$45.1 million. Of this 57.0% increase, sales contributed by the 
acquisitions of Connectivity Products and Industrial Computers 
accounted for 39.7% of the increase. The balance of the increase, 
17.3%, was due to increases in the Group’s other product lines fueled 
primarily by a higher demand for Modular I/O’s ruggedized products 
and IndustryPack I/O modules associated with carrier cards for the 
PCI and CompactPCI computer busses. 

Computer Group segment profit in fiscal 1998 increased 50.0%, or 
$3.8 million, from $7.5 million in fiscal 1997, to $1 1.3 million. The 
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additional earnings contributed by the acquisitions of Connectivity 
Products and Industrial Computers accounted for approximately 
38.0% of the increase with the balance due primarily to increased 
earnings derived from the additional sales of Modular I/O’s ruggedi¬ 
zed products and IndustryPack I/O modules. 

Aerospace Group 

Sales from External Customers Segment Profit 

FY98 $29.1 million $11.0 million 

FY97 $22.4 million $9.2 million 

Aerospace Group sales from external customers in fiscal 1998 
increased 29.8%, or $6.7 million, from $22.4 million in fiscal 1997 to 
$29.1 million. Of this 29.8% increase, sales of the Group’s avionics 
interface products grew 25.6% as a result of increased demand for 
the Group’s bus interface and bus analyzer products. Sales of the 
Group's telemetry products slowed to a 4.2% increase compared to 
fiscal 1997, as this portion of the Group’s business was 
repositioned to better address the military and commercial satellite 
market. 

Aerospace Group segment profit in fiscal 1998 increased 19.5% or 
$1.8 million, from $9.2 million in fiscal 1997, to $1 1.0 million. The 
additional margin realized from the increase in sales of the Group’s 
bus interface and bus analyzer products generated primarily all of 
this increase. Segment profit as a percentage of sales declined from 
40.9% in fiscal 1997 to 37.7% in fiscal 1998 as the Group built 
overhead infrastructure positioning itself for additional growth. 

Quantitative and Qualitative Disclosures 
about Market Risk 

The Company's liquid investment is cash invested either in money 
market accounts or in overnight repurchase agreements. The 
Company’s notes payable as of June 30, 1999 and 1998 are at fixed 
interest rates maturing within one year. As a result, the Company 
believes that the market risk arising from its holdings of financial 
instruments is minimal. 

The Company, as a result of its German operating and financing 
activities, is exposed to market risk from changes in foreign curren¬ 
cy exchange rates. To date, the Company has not entered into any 
foreign exchange forward contracts to reduce its exposure to 
changes in foreign currency exchange rates. 




SBS Technologies, Inc. and Subsidiaries 

Independent Auditors' Report 

The Board of Directors 
SBS Technologies, Inc.: 

We have audited the accompanying consolidated balance sheets of SBS Technologies, Inc. and subsidiaries as of June 30, 1999 and 1998, 
and the related consolidated statements of operations, changes in stockholders' equity, and cash flows for each of the years in the three- 
year period ended June 30, 1999. These consolidated financial statements are the responsibility of the Company’s management. 
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. 
An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of SBS 
Technologies, Inc. and subsidiaries as of June 30, 1999 and 1998, and the results of their operations and their cash flows for each of the 
years in the three-year period ended June 30, 1999 in conformity with generally accepted accounting principles. 



Albuquerque, New Mexico 
August 6, 1999 
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SBS Technologies, Inc. and Subsidiaries 

Consolidated Balance Sheets 


]une 30, 1999]une 30, 1998 

Assets 


Current assets: 


Cash and cash equivalents 

$ 

3,500,556 

22,874,754 

Receivables, net (note 4) 


21,442,108 

13,1 18,717 

Inventories (note 5) 


15,755,379 

10,661,211 

Deferred income taxes (note 9) 


2,179,143 

1,600,000 

Income tax receivable (note 9) 


31,728 

- 

Prepaid expenses 


632,798 

288,350 

Other current assets 


322,511 

335,694 

Total current assets 


43,864,223 

48,878,726 

Property and equipment, net (note 6) 


7,321,717 

4,460,276 

Intangible assets, net (note 7) 


36,228,105 

16,694,154 

Deferred income taxes (note 9) 


4,488,059 

4,230,000 

Other assets 


105,751 

52,031 

Total assets 

$ 

92,007,855 

74,315,187 

Liabilities and Stockholders’ Equity 




Current liabilities: 




Notes payable (note 8) 

$ 

3,900,000 

3,000,000 

Notes payable to related parties (note 8) 


1,391,216 

- 

Accounts payable 


3,319,664 

2,062,373 

Accrued representative commissions 


529,765 

236,228 

Accrued salaries 


2,632,993 

1,996,431 

Accrued compensated absences 


1,201,653 

743,944 

Income taxes (note 9) 


- 

901,909 

Other current liabilities 


1,804,591 

1,1 10,315 

Total current liabilities 


14,779,882 

10,051,200 

Total liabilities 


14,779,882 

10,051,200 

Stockholders’ equity: 




Common stock, no par value; 100,000,000 shares authorized, 




5,837,483 issued and outstanding at June 30, 1999 

5,678,200 issued and outstanding at June 30, 1998 


50,554,450 

47,778,033 

Common stock warrants (note 12) 


38,425 

70,1 18 

Accumulated other comprehensive loss 


(2,059,126) 

- 

Retained earnings 


28,694,224 

16,415,836 

Total stockholders’ equity 


77,227,973 

64,263,987 

Total liabilities and stockholders' equity 

$ 

92,007,855 

74,315,187 


See accompanying notes to consolidated financial statements 
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SBS Technologies, Inc. and Subsidiaries 

Consolidated Statements of Operations 


Sales 

Cost of sales 

Gross Profit 

Selling, general and administrative expense 

Research and development expense 

Acquired in-process research and development charge 

Amortization of intangible assets 
Operating income 

Interest income 

Interest expense 

Foreign exchange gains 

Income before income taxes and minority interest 
Income taxes (note 9) 

Income before minority interest 
Minority interest 
Net income 

Net income per common share 

Net income per common share - assuming dilution 

See accompanying notes to consolidated financial statements 
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Year ended June 30 


1999 

1998 

1997 

105,999,233 

74,213,901 

52,814,568 

44,480,959 

31,793,078 

24,910,271 

61,518,274 

42,420,823 

27,904,297 

23,983,186 

16,891,907 

10,223,374 

14,350,995 

7,983,570 

4,422,152 

527,514 

- 

1 1,000,000 

3,980,036 

1,937,353 

1,504,524 

18,676,543 

15,607,993 

754,247 

298,372 

1,120,871 

523,1 15 

(287,576) 

(187,676) 

(508,677) 

666,754 

_ 

_ 

677,550 

933,195 

14,438 

19,354,093 

16,541,188 

768,685 

6,631,322 

6,451,000 

307,000 

12,722,771 

10,090,188 

461,685 

444,383 



12,278,388 

10,090,188 

461,685 

2.1 1 

1.81 

0.10 

1.99 

1.64 

0.09 

















SBS Technologies, Inc. and Subsidiaries 

Consolidated Statements of Changes in Stockholders' Equity 








Accumulated Total 


Common 

Common 



other 

stock- 


stock 

stock 

Retained 

Comprehensive 

: comprehensive holders’ 


Shares 

Amount 

warrants 

earnings 

income 

loss 

equity 

Balance at June 30, 1996 

3,178,133 

$ 4,690,786 

$ 180,000 

$ 5,180,134 


$ - 

$ 10,050,920 

Exercise of stock options and warrants 

527,245 

1,960,780 

(68,714) 

- 

$ - 

- 

1,892,066 

Income tax benefit from stock options 








exercised 

- 

1,645,740 

- 

- 

- 

- 

1,645,740 

Stock issued for business acquisition (note 2) 

200,000 

68,000 

- 

683,829 

- 

- 

751,829 

Common stock issued in public offering 

1,500,000 

35,524,448 

- 

- 

- 

- 

35,524,448 

Comprehensive income: 








Net income 

- 

- 

- 

461,685 

461,685 

- 

461,685 

Total comprehensive income 





461,685 



Balance at June 30, 1997 

5,405,378 

43,889,754 

11 1,286 

6,325,648 



50,326,688 

Exercise of stock options and warrants 

272,822 

2,032,675 

(41,168) 

- 

- 

- 

1,991,507 

Income tax benefit from stock options 








exercised 

- 

1,855,604 

- 

- 

- 

- 

1,855,604 

Comprehensive income: 








Net income 

- 

- 

- 

10,090,188 

10,090,188 

- 

10,090,188 

Total comprehensive income 





10,090,188 



Balance at June 30, 1998 

5,678,200 

47,778,033 

70,1 18 

16,415,836 



64,263,987 

Exercise of stock options and warrants 

141,583 

1,182,967 

(31,693) 

- 

- 

- 

1,151,274 

Stock issued to directors under 








restricted stock awards 

3,700 

74,000 

- 

- 

- 

- 

74,000 

Stock issued for business acquisition (note 2) 

24,000 

713,878 

- 

- 

- 

- 

713,878 

Stock repurchased and retired 

(10,000) 

(181,928) 

- 

- 

- 

- 

(181,928) 

Income tax benefit from stock options 








exercised 

- 

987,500 

- 

- 

- 

- 

987,500 

Comprehensive income: 








Net income 

- 

- 

- 

12,278,388 

12,278,388 

- 

12,278,388 

Other comprehensive loss: 








Foreign currency translation 








adjustment 

- 

- 

- 

- 

(2,059,126) 

(2,059,126) 

(2,059,126) 

Total comprehensive income 





$10,219,262 



Balance at June 30, 1999 

5,837,483 

$50,554,450 

$38,425 

$28,694,224 


$(2,059,126) 

$77,227,973 


See accompanying notes to consolidated financial statements 
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SBS Technologies, Inc. and Subsidiaries 

Consolidated Statements of Cash Flows 


Cash flows from operating activities: 

Net income 

Adjustments to reconcile net income to net cash provided 
by operating activities: 

Depreciation 

Amortization of intangible assets 
Bad debt expense 
Deferred income taxes 
Loss (gain) on disposition of assets 
Foreign exchange gains 

Stock issued to directors under restricted stock awards 
Imputed interest 

Acquired in-process research and development charge 

Minority interest 

Changes in assets and liabilities: 

Receivables 

Inventories 

Prepaids and other assets 
Accounts payable 

Accrued representative commissions 
Accrued salaries 
Accrued compensated absences 
Income taxes 
Other current liabilities 
Net adjustments 

Net cash provided by operating activities 

Cash flows from investing activities: 

Cash received from sale of assets 

Business acquisitions, net of cash acquired (note 2) 

Acquisition of property and equipment 

Proceeds from businesses divested and asset sales (note 3) 

Net cash used in investing activities 


30 


1999 


Year ended June 30 
1998 


1997 


12,278,388_10,090,188_461,685 


1,658,272 

960,943 

705,160 

3,980,036 

1,937,353 

1,504,524 

210,522 

136,078 

223,004 

(973,612) 

(250,000) 

(5,141,037) 

32,459 

7,802 

(189,579) 

(666,754) 

- 

- 

74,000 

- 

- 

- 

183,749 

144,072 

527,514 

- 

1 1,000,000 

444,383 

- 

- 

(3,079,001) 

(3,066,609) 

(888,824) 

(1,831,945) 

(2,480,430) 

(541,340) 

(350,462) 

(262,465) 

260,367 

308,474 

343,790 

(143,036) 

293,537 

(253,71 1) 

79,181 

(1,131,302) 

53,870 

683,403 

386,524 

173,912 

65,584 

(2,858,1 14) 

(247,290) 

873,333 

6,230 

(460,937) 

(555,158) 

(2,969,239) 

(3,223,945) 

8,079,654 

9,309,149 

6,866,243 

8,541,339 


4,905 

54,200 

- 

(25,276,144) 

(5,565,603) 

(20,511,319) 

(4,019,741) 

(2,975,552) 

(1,451,643) 

- 

- 

2,000,000 

(29,290,980) 

(8,486,955) 

(19,962,962) 










SBS Technologies, Inc. and Subsidiaries 

Consolidated Statements of Cash Flows (continued) 


Year ended June 30 


1999 

1998 

1997 

Cash flows from financing activities: 




Payments on notes payable to related parties 

(1,607,467) 

- 

- 

Proceeds from notes payable to bank 

7,900,000 

- 

- 

Payments on notes payable to bank 

(4,000,000) 

- 

- 

Payments on long-term borrowings and capital leases 

(3,000,000) 

(1,013,316) 

(7,108,990) 

Repurchase of common stock 

(181,928) 

- 

- 

Proceeds from exercise of stock options and warrants 

1,151,274 

1,991,507 

1,892,066 

Income tax benefit of stock options exercised 

987,500 

1,855,604 

1,645,740 

Net proceeds from sale of common stock 

- 

- 

35,524,448 

Net cash provided by financing activities 

1,249,379 

2,833,795 

31,953,264 

Effect of exchange rate changes on cash 

(641,746) 

- 

- 

Net (decrease) increase in cash and cash equivalents 

(19,374,198) 

1,213,083 

20,531,641 

Cash and cash equivalents at beginning of period 

22,874,754 

21,661,671 

1,130,030 

Cash and cash equivalents at end of period 

$ 3,500,556 

22,874,754 

21,661,671 

Supplemental disclosure of cash flow information: 




Interest paid 

$ 273,867 

3,916 

275,415 

Income taxes paid 

9,375,575 

5,092,687 

2,922,519 

Noncash financing and investing activities: 




Assets acquired through capital leases 

- 

- 

70,733 

Debt issued for acquisition 

- 

- 

3,672,179 

Stock issued for acquisition 

713,878 



Summary of assets and equity acquired, and liabilities assu 

med through acquisitions: 



Cash and cash equivalents 

586,918 

239,021 

23,489 

Receivables 

5,314,703 

943,917 

2,157,225 

Inventories 

3,378,652 

475,31 1 

2,412,589 

Deferred income tax 

(105,638) 

- 

65,963 

Prepaid expenses 

102,512 

21,1 1 1 

213,1 15 

Goodwill and covenants not to compete 

24,243,221 

4,532,254 

10,032,643 

Property and equipment, net 

556,258 

25,817 

1,065,180 

Notes payable to related parties 

(2,865,603) 

- 

(609,322) 

Accounts payable 

(851,903) 

(176,737) 

(441,134) 

Accrued representative commissions 

- 

(40,240) 

(17,240) 

Accrued salaries 

(1,753,948) 

(73,938) 

(108,099) 

Accrued compensated absences 

(82,225) 

(9,971) 

(154,135) 

Debt 

- 

- 

(404,277) 

Income taxes 

(1,888,522) 

(54,037) 

1,552 

Other current liabilities 

(771,363) 

(77,884) 

(278,733) 

Common stock 

- 

- 

(68,000) 

Retained earnings 

- 

- 

(683,829) 


See accompanying notes to consolidated financial statements 
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SBS Technologies, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements 

(I) Summary of Significant Accounting Policies 

(a) General 

The consolidated financial statements include the accounts of 
SBS Technologies, Inc. and its wholly owned subsidiaries. All 
significant intercompany accounts and transactions have been 
eliminated. 

The Company is a leading designer and manufacturer of open- 
architecture, standard bus embedded computer components 
that system designers can easily utilize to create a custom 
solution specific to the user’s unique application. The 
Company’s product lines include CPU boards, general purpose 
input/output modules, avionics interface modules and analyz¬ 
ers, computer connectivity and expansion units, telemetry 
boards, data acquisition software and industrial computer 
systems and enclosures. The Company has operations in New 
Mexico, Minnesota, North Carolina, California and Germany. 

(b) Sales Recognition 

Sales are recognized when goods are shipped to the customer. 
Effective July I, 1998, the Company adopted SOP 97-2, 
“Software Revenue Recognition,” which supersedes SOP 91-1. 
SOP 97-2 provides additional guidance on when revenue 
should be recognized and in what amounts, for licensing, 
selling, leasing, or otherwise marketing computer software. 
Adoption of SOP 97-2 did not have a material impact on the 
Company’s sales recognition policies or the financial 
statements. 

(c) Cash and Cash Equivalents 

Temporary investments with original maturities of ninety days 
or less are classified as cash and cash equivalents. Substantially 
all cash is held at one financial institution. 

(d) Inventories 

Inventories are valued at standard cost, which approximates 
weighted average cost and does not exceed market. 

(e) Property and Equipment 

Property and equipment are carried at cost. Depreciation of 
property and equipment is provided over the estimated useful 
lives (one to twelve years) of the respective assets using 
straight-line and accelerated methods. 

(f) Intangible Assets 

Intangible assets include goodwill and noncompete covenants 
and are stated at cost. Noncompete covenants are amortized 
over the life of the covenants using the straight-line method. 


Goodwill is amortized over the estimated useful lives (five to 
ten years) of the respective assets using the straight-line 
method. The Company periodically evaluates the carrying 
amounts of goodwill, as well as the related amortization 
periods, to determine whether adjustments to these 
amounts or useful lives are required. The evaluation is based 
on the projection of undiscounted future operating cash 
flows of the acquired operations over the remaining useful 
life of the related goodwill. To the extent such projections 
indicate that future undiscounted cash flows are not suffi¬ 
cient to recover the carrying amounts of goodwill, a charge 
to expense is recognized so that the remaining carrying 
amount is equal to future undiscounted cash flows. 

(g) Income Taxes 

The Company accounts for income taxes under the asset 
and liability method. Deferred income taxes are recognized 
for the tax consequences of differences between the finan¬ 
cial statement carrying amounts and the tax bases of exist¬ 
ing assets and liabilities by applying enacted statutory tax 
rates applicable to future years. The effect on deferred taxes 
of a change in tax rates is recognized in income in the 
period that includes the change. 

(h) Financial Instruments 

SFAS 107, “Disclosures about Fair Values of Financial 
Instruments,” requires the fair value of financial instruments 
be disclosed. The Company’s financial instruments are cash 
and cash equivalents, accounts receivable, accounts payable, 
and notes payable. The carrying amounts of cash and cash 
equivalents, accounts receivable, accounts payable, and notes 
payable, because of their nature, approximate fair value. 

(i) Reclassifications 

Certain amounts in the 1998 and 1997 financial statements 
have been reclassified to conform to the 1999 presentation. 

(j) Use of Estimates 

The preparation of financial statements in conformity with 
generally accepted accounting principles requires manage¬ 
ment to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of 
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SBS Technologies, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (continued) 

contingent assets and liabilities at the date of the financial state¬ 
ments and the reported amounts of revenues and expenses 
during the reporting period. Actual results could differ from 
those estimates. 

(k) Stock Option Plans 

The Company accounts for its stock option plans in accordance 
with the provisions of SFAS 123, “Accounting for Stock-Based 
Compensation.” SFAS 123 allows entities to continue to apply 
the provisions of APB Opinion 25 and provide pro forma net 
income and pro forma earnings per share disclosures for 
employee stock option grants made in fiscal 1996 and future 
years as if the fair-value-based method defined in SFAS 123 had 
been applied. The Company has elected to continue to apply the 
provisions of APB Opinion 25 and provide the pro forma dis¬ 
closure provisions of SFAS 123. 

(l) Impairment of Long-Lived Assets and Long-Lived Assets 
to Be Disposed Of 

In accordance with the provisions of SFAS 121,“Accounting for 
the Impairment of Long-Lived Assets and for Long-Lived Assets 
to Be Disposed Of,” the Company reviews long-lived assets and 
certain identifiable intangibles for impairment whenever events 
or changes in circumstances indicate that the carrying amount 
of the asset may not be recoverable. Recoverability of assets to 
be held and used is measured by a comparison of the carrying 
amount of an asset to future net cash flows (undiscounted and 
without interest charges) expected to be generated by the 
asset. If such assets are considered to be impaired, the impair¬ 
ment to be recognized is measured by the amount by which the 
carrying amounts of the assets exceed the fair value of the 
assets. Assets to be disposed of are reported at the lower of 
the carrying amount or fair value less costs to sell. 

(m) Comprehensive Income 

Effective July I, 1998, the Company adopted SFAS 130, 
“Reporting Comprehensive Income.” SFAS I 30 establishes stan¬ 
dards for the reporting and presentation of changes in equity 
from non-owner sources in the financial statements. Non- 
owner changes in stockholders’ equity consists of net income 
and foreign currency translation adjustments and, as permitted 
under the provisions of SFAS 130, are presented in the 
Consolidated Statements of Changes in Stockholders’ Equity. 
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SFAS 130 does not affect the Company’s financial position or 
results of operations. Prior year financial statement amounts have 
been reclassified to conform to the requirements of SFAS 130. 

(n) Currency Translation 

For operations outside of the United States that prepare finan¬ 
cial statements in functional currencies other than the U.S. dol¬ 
lar, the Company translates the statement of operations amounts 
at average exchange rates for the year and translates assets and 
liabilities at year-end exchange rates. The translation adjustments 
are presented as a component of accumulated other compre¬ 
hensive loss within stockholders’ equity. Foreign currency trans¬ 
action gains and losses are recognized in the statement of oper¬ 
ations based on changes in the exchange rates for transactions 
and balances denominated in non-functional currencies. 

(2) Business Acquisitions 

On August 12, 1998, the Company completed the purchase of 
Embedded PPC. Based in Carlsbad, California, Embedded PPC 
designs, manufactures, and markets CPU boards based on the 
PowerPC processor for computer applications that utilize VME, 
CompactPCI, PMC and standalone bus standards. The Company 
acquired all of the outstanding capital stock of Embedded PPC for a 
total purchase price of $5.3 million. Of the $5.3 million, $5.0 million 
was paid in cash to the sellers at closing, and $0.2 million was paid in 
cash to the sellers on October 13, 1998, upon finalizing the closing 
balance sheet. The remainder represents acquisition costs associat¬ 
ed with the purchase. The acquisition was accounted for using the 
purchase method of accounting and goodwill is being amortized over 
a ten year period. The financial results of Embedded PPC have been 
included in the Company’s Consolidated Financial Statements from 
August 12, 1998. 

On July 1, 1998, the Company acquired, through its newly formed 
subsidiary, SBS Technologies Holding GmbH, a 50.1% interest in or. 
Based in Augsburg, Germany, or designs, manufactures, and markets 
CPU boards utilized in a wide range of embedded computer appli¬ 
cations. As part of the acquisition, the Company acquired, through 
its newly formed subsidiary, SBS Technologies Holding GmbH, a 
50.2% interest in ortec, a Mindelheim, Germany-based related 
company which manufactures or’s commercial products and elec¬ 
tronic products for other customers. The Company also acquired, 


SBS Technologies, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (continued) 


through its wholly-owned subsidiary, Embedded Computers, 
based in Raleigh, North Carolina, a 100% interest in or 
Computers, Inc., based in Fairfax,Virginia, which is the U.S. mar¬ 
keting support organization for the or product line. The pur¬ 
chase price, excluding transaction costs, for the majority inter¬ 
est in the two companies based in Germany and 100% of or 
Computers, Inc. was DM 17.5 million, approximately $9.7 mil¬ 
lion, paid in cash and 24,000 shares of common stock valued at 
$0.7 million at closing. In addition, the Company and the share¬ 
holders of both or and ortec entered into exclusive option 
agreements whereby the Company could acquire the remaining 
shares of both companies on February 28, 1999. In December 

1998, the Company modified the option agreements, accelerat¬ 
ing the purchase of the remaining interest in or and ortec from 
February 28, 1999 to December 9, 1998. The purchase price, 
excluding transaction costs, for the remaining interests in the 
two companies based in Germany was DM 18.2 million. The 
Company disbursed the cash, approximately $10.4 million, 
including interest at 4%, during the quarter ended March 31, 

1999. Acquisition costs associated with both purchases were 
approximately $1.1 million.The acquisitions were accounted for 
using the purchase method of accounting and goodwill is being 
amortized over a ten year period. In connection with the initial 
acquisition, the Company recorded a $0.5 million earnings 
charge, based on an assessment by the Company, in conjunction 
with an independent valuation firm, of purchased technology of 
or. The assessment determined that $0.5 million of or’s pur¬ 
chase price represented technology that did not meet the 
accounting definitions of “completed technology,” and thus 
should be charged to earnings under generally accepted 
accounting principles. This assessment analyzed certain VME, 
CompactPCI, and PC Compact products that were under devel¬ 
opment at the time of acquisition. These programs were in var¬ 
ious stages of completion ranging from initial development to 
90% of completion, with estimated completion dates ranging 
from September 1998 through April 1999. The fair value of 
these development programs was determined in accordance 
with views expressed by the staff of the Securities and Exchange 
Commission. In conjunction with the acquisition of the remain¬ 
ing interest of or completed on December 9, 1998, all projects 
in process at the date of the initial acquisition had been sub¬ 


stantially completed such that no additional in-process 
research and development was acquired. The financial results 
of or, ortec, and or Computers, Inc. have been included in the 
Company’s Consolidated Financial Statements from July 1,1998. 

On November 24, 1997, the Company completed the pur¬ 
chase of Industrial Computers, a privately held San Diego 
County, California-based manufacturer of industrial computer 
enclosures and systems. Industrial Computers specializes in 
the design and manufacture of special-purpose PC-compatible 
computer systems offering a variety of CPU boards and sys¬ 
tem enclosures, including rack mount, desktop and mobile sys¬ 
tems. The Company acquired all of the outstanding capital 
stock of Industrial Computers for a total purchase price of 
$5.8 million. The acquisition was accounted for using the pur¬ 
chase method of accounting and goodwill is being amortized 
over a ten year period. The financial results of Industrial 
Computers have been included in the Company’s 
Consolidated Financial Statements from November 24, 1997. 

On November 18, 1996, the Company completed the pur¬ 
chase of Connectivity Products. Connectivity Products is a St. 
Paul-based developer and manufacturer of high performance 
bus interconnect hardware and software products. The 
Company acquired all of the outstanding capital stock of 
Connectivity Products for a total purchase price of $24.0 mil¬ 
lion. The initial cash payment to the two shareholders of 
Connectivity Products (the “Sellers”) of $20.0 million was 
funded by an offering of SBS common stock. Subsequent cash 
payments of $1.0 million and $3.0 million were paid to the 
Sellers on July I, 1997 and July I, 1998, respectively. In con¬ 
nection with the acquisition, the Company made an assess¬ 
ment, in conjunction with an independent valuation firm, of 
purchased technology of Connectivity Products. The assess¬ 
ment determined that $ I 1.0 million of Connectivity Product’s 
purchase price represented technology that does not meet the 
accounting definition of “completed technology,” and thus was 
charged to earnings under generally accepted accounting 
principles. The acquisition was accounted for using the pur¬ 
chase method of accounting, and accordingly, Connectivity 
Product’s results of operations have been included in the 
consolidated financial statements since the date of acquisition. 
Goodwill is being amortized over a ten year period. 


SBS Technologies, Inc. and Subsidiaries 
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The following unaudited pro forma consolidated results of operations have been prepared as if the acquisitions of Industrial Computers, or, 
ortec, or Computers, Inc., and Embedded PPC had occurred on July I, 1997. 


(in thousands except per share amounts) 

Sales 

Net income 

Net income per common share 

Net income per common share - assuming dilution 


June 30 


1999_1998 

$ 106,570 95,244 

12,857 8,795 

2.21 _L57 

2JD8 i~42 


The pro forma information is presented for informational purposes only and is not necessarily indicative of the results of operations that actually 
would have been achieved had the acquisitions been consummated as of that time, nor is it intended to be a projection of future results. 


On August 19, 1996, the Company acquired Embedded Computers, 
a Raleigh, North Carolina-based designer and manufacturer of Intel 
processor-based CPU boards for the standard bus embedded com¬ 
puter market. The acquisition qualified as a pooling of interests for 
accounting purposes and constituted a tax-free reorganization for 
federal income tax purposes. Under the terms of the agreement, 
Embedded Computers’ shareholders exchanged all outstanding 
shares of Embedded Computers’ stock for 200,000 shares of the 
Company’s stock. The financial position and results of operations of 
the Company and Embedded Computers were combined in fiscal 
1997 on a prospective basis. Embedded Computers historical 
results did not have a material effect on combined financial position 
or results of operations. 


(3) Sale of Judgmental Use Of Force Business 

On June 26, 1997, the Company sold substantially all of the 
assets of the Company’s Judgmental Use Of Force Business to 
FATS, Inc., for $2.0 million. This business marketed a Judgmental 
Use Of Force Training System used to train police and military 
personnel in appropriate situational use of force. The results of 
operations of this business were immaterial to the total 
operating results of the Company. The Company recognized 
a gain on the sale of approximately $189,000 in fiscal 1997. 


(4) Receivables 

Receivables, net consisted of the following: 


Accounts receivable 

Less allowance for doubtful accounts 


June 30 

1999 1998 

$ 22,205,155 13,368,717 

(763,047) _ (250,000) 

$ 21,442,108 13,118,717 
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(5) Inventories 


Inventories consisted of the following: 


( 6 ) 


(7) 


June 30 



1999 

1998 

Raw materials 

$ 7,598,642 

4,970,267 

Work in process 

4,150,779 

3,709,312 

Finished goods 

4,005,958 

1,981,632 


$ 15,755,379 

10,661,211 


Property and Equipment 



Property and equipment, net consisted of the following: 

June 

30 


1999 

1998 

Computers 

$ 3,252,977 

2,358,773 

Software 

1,826,394 

1,526,558 

Furniture and equipment 

3,255,039 

2,128,154 

Leasehold improvements 

2,430,838 

763,480 


10,765,248 

6,776,965 

Less accumulated depreciation 

(3,443,531) 

(2,316,689) 


$ 7,321,717 

4,460,276 


Intangible Assets 



Intangible assets, net consisted of the following: 


June 30 


1999 

1998 

Goodwill 

$ 44,055,185 

20,868,107 


Noncompete covenants 227,894 



44,283,079 

20,868,107 

Less accumulated amortization 

(8,054,974) 

(4,173,953) 


$ 36,228,105 

16,694,154 
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(8) Notes Payable and Line of Credit 


Notes payable and line of credit consisted of the following: 


June 30 



1999 

1998 

Notes payable to former shareholders of Connectivity Products, including imputed interest 
at 6.46% through June 30, 1998, secured by all Company assets, paid July 1, 1998 

$ 

3,000,000 

Revolving credit facility notes 

3,900,000 

- 


$ 3,900,000 

3,000,000 

Related party notes payable to former shareholders of or, including interest at 7.50% 
through June 30, 1999, due no earlier than December 31,1999, unless 
agreed to by both parties. 

$ 1,391,216 



On December 1, 1998, the Company entered into a $ 15,000,000 credit agreement, expiring on November 30, 1999. The revolving credit facil¬ 
ity provides, at the Company’s option, interest at the prime rate or LIBOR in accordance with the LIBOR margin. Using the LIBOR, if the 
Company’s Senior Funded Debt to EBITDA ratio is less than .50, the interest rate is LIBOR plus 1.50%. If the Company’s Senior Funded Debt 
to EBITDA ratio is greater than .50 but less than 1.25, the interest rate is LIBOR plus 1.75%. The facility calls for a commitment fee, payable 
quarterly, of 0.20% times the average daily unused portion of the $15,000,000 commitment. As of June 30, 1999, the total outstanding amount 
under this facility was $3,900,000, comprised of $2,500,000 bearing interest at 6.29% and due on August 9, 1999 and $1,400,000 bearing 
interest at 6.60% and due on September 12, 1999. The Company is required, under this agreement, to maintain certain financial ratios. At June 
30, 1999, the Company was in compliance with all of the covenants of the Agreement. The facility is guaranteed by Guaranty Agreements 
provided by each of the Company’s U.S. subsidiaries. 

Income Taxes 

Income before income taxes is comprised of the following: 



Year ended June 30 




1999 

1998 

1997 

U.S. 

Foreign 

$ 

18,865,677 

488,416 

16,541,188 

768,685 


$ 

19,354,093 

16,541,188 

768,685 

Income tax expense is comprised of the following: 



Year ended June 30 




1999 

1998 

1997 

Current: 

U.S. Federal 

State 

Foreign 

$ 

5,344,920 

1,173,277 

1,055,965 

5,447,200 

1,253,800 

4,432,000 

1,082,000 

Deferred: 

U.S. Federal 

State 

Foreign 


(408,240) 

(77,760) 

(456,840) 

(202,500) 

(47,500) 

(4,204,000) 

(1,003,000) 


$ 

6,631,322 

6,451,000 

307,000 
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Income tax expense was provided for at an effective rate of 34.3, 39.0 and 40.0 percent in 1999, 1998 and 1997, respectively. The actual tax 
expense differs from the “expected” tax expense (computed by applying the statutory U.S. Federal tax rate to income before income taxes) 
as follows: 


Year ended June 30 



1999 

1998 

1997 

Computed “expected” tax expense 

$ 6,773,933 

5,735,651 

261,350 

State income tax, net of federal income tax benefit 

712,086 

933,631 

51,050 

Non-deductible goodwill and interest 

395,000 

- 

- 

Foreign rate differential 

33,180 

- 

- 

Non-deductible merger expenses 

- 

- 

62,800 

Dividend from foreign sales corporation 

(192,500) 

(102,000) 

(102,000) 

Research and experimental tax credits 

(1,095,000) 

(250,000) 

- 

Other 

4,623 

133,718 

33,800 


$ 6,631,322 

6,451,000 

307,000 


The significant components of deferred income tax assets are as 

follows: 







June 

30 



1999 


1998 

Vacation and severance accruals 

$ 

406,000 


297,600 

Inventory capitalization 


844,850 


685,200 

Acquired in-process R&D charge 


3,697,500 


3,924,000 

Accrued expenses 


190,460 


197,500 

Amortization 


933,500 


497,500 

Allowance for uncollectible accounts 


150,900 


100,000 

Foreign tax credits 


599,125 


- 

Other 


443,992 


128,200 



7,266,327 


5,830,000 

Valuation allowance 


(599,125) 


- 


$ 

6,667,202 


5,830,000 

A valuation allowance of $0.6 million related to the Company’s 

foreign tax credits was established as 

of June 30, 

1999. 

Foreign tax credits 

may be used to offset the U.S. income taxes due on income earned from foreign sources. Excess foreign tax credits may be carried back two 

years and forward five years. As of June 30, 1999, management did not believe it was more likely than not that the Company would be able 


to realize the benefit of the foreign tax credits prior to expiration. In assessing the realizability of the remaining deferred tax assets, 
management considered projected future taxable income and tax planning strategies. Based on the Company’s historical taxable transactions, 
the timing of the reversal of existing temporary differences, and the evaluation of tax planning strategies, management believes it is more 
likely than not that the Company’s future taxable income will be sufficient to realize the benefit of the remaining deferred tax assets existing 
at June 30, 1999. 
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(10) Earnings Per Share 

Net income per common share is based on weighted average shares outstanding. Net income per common share - assuming dilution 
includes the dilutive effects of potential common shares outstanding during the period. 


A reconciliation of the numerator and denominator of the per share and per share - assuming dilution calculation follows: 


Year ended June 30 


1999 


Income 

(Numerator) 

Shares 

(Denominator) 

Per-Share 

Amount 

Net Income Per Common Share 

Net Income 

$ 

12,278,388 

5,827,526 

$ 2.1 1 

Effect of Dilutive Securities 

Dilutive options and warrants 

Net Income Per Common Share-Assuming Dilution 

Net Income 

$ 

12,278,388 

340,592 

6,168,1 18 

$ 1.99 


1998 


Income 

(Numerator) 

Shares 

(Denominator) 

Per-Share 

Amount 

Net Income Per Common Share 

Net Income 

$ 

10,090,188 

5,583,429 

$ 1.81 

Effect of Dilutive Securities 

Dilutive options and warrants 

Net Income Per Common Share-Assuming Dilution 

Net Income 

$ 

10,090,188 

580,012 

6,163,441 

$ 1.64 


1997 


Income 

(Numerator) 

Shares 

(Denominator) 

Per-Share 

Amount 

Net Income Per Common Share 

Net Income 

$ 

461,685 

4,535,746 

$ 0.10 

Effect of Dilutive Securities 

Dilutive options and warrants 

Net Income Per Common Share-Assuming Dilution 

Net Income 

$ 

461,685 

494,916 

5,030,662 

$ 0.09 


For the years ended June 30, 1999, 1998 and 1997, options to purchase 945,049, 388,267 and 279,828 shares of common stock, respec¬ 
tively, were outstanding but were not included in the computation of net income per common share - assuming dilution because the 
options’ exercise price was greater than the average market price of the underlying common shares. 


39 






















SBS Technologies, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (continued) 


(II) Leases 

The Company leases its main facilities in Albuquerque, New Mexico, Carlsbad, California, Menlo Park, California, St. Paul, Minnesota, Raleigh, 
North Carolina, Augsburg, Germany, and Mindelheim, Germany under noncancelable operating leases which expire at various dates through 
fiscal 2006. The Company also leases various items of equipment under noncancelable operating leases which expire at various dates through 
fiscal 2006. 

The following is a five-year schedule of future minimum lease payments: 


ar ending 
|une 30 

Buildings 
minimum 
lease payments 

Equipment 
minimum 
lease payments 

Total 

2000 

$ 2,174,931 

97,466 

2,272,397 

2001 

1,329,230 

54,438 

1,383,668 

2002 

1,283,391 

17,755 

1,301,146 

2003 

1,067,459 

14,319 

1,081,778 

2004 

956,462 

9,325 

965,787 


$ 6,81 1,473 

193,303 

7,004,776 


Total rental expense for operating leases for the years ended June 30, 1999, 1998, and 1997 was $1,990,785, $1,289,457 and $886,965, respectively. 


(12) Stock Option Plans and Warrants 

(a) 1992,1993,1995,1996 and 1997 Incentive Stock Option Plans 
The Company has 1992, 1993, 1995, 1996 and 1997 Incentive 
Stock Option Plans (“Plans") whereby a total of 1,400,000 shares 
of its common stock are reserved for discretionary grant of 
options by the Board to officers and employees who are not 
directors. The Plans all terminate ten years after inception, from 
the years 2001 to 2006. The options are intended to qualify as 
“incentive stock options” within the meaning of Section 422A of 
the Internal Revenue Code (the “Code”). The Plans generally 
permit options to be granted (i) only to employees or officers and 
not to directors as such; (ii) for a period of up to ten years; and 
(iii) at prices not less than fair market value of the underlying com¬ 
mon stock at the date of grant. Under the Code, holders of more 
than 10 percent of the Company’s stock cannot be granted 
options with a duration of more than five years or exercisable at 
a price less than I 10 percent of the fair market value of the 
underlying common stock on the date of grant. Options granted 
under the Plans may be exercised as provided by the adminis¬ 
tering committee or Board of Directors of the Company. All of 
these options are exercisable at the quoted market value of the 
Company’s common stock in effect on the respective dates of 
the grants. 


(b) 1993 Director and Officer Stock Option Plan 

The Company has a 1993 Director and Officer Stock Option 
Plan whereby a total of 5% of the number of shares of its com¬ 
mon stock outstanding at the first day of each fiscal year plus 
shares not awarded in prior years and underlying expired or 
terminated options are reserved for grant of options to all 
Directors of the Company who are not employees and all 
Executive Officers of the Company. Directors who are not 
employees of the Company receive automatic grants on the 
anniversary date of their service as a Director of the 
Company. Executive Officers receive grants at the discretion 
of the Board of Directors. All options are granted at a price 
equal to fair market value of the underlying common stock on 
the date of grant. The Directors’ options become exercisable 
one year from the date of grant and terminate twelve months 
from the date the optionee ceases to be a member of the 
Board of Directors or in five years, whichever occurs first. 

(c) 1996 Employee Stock Purchase Plan 

The 1996 Employee Stock Purchase Plan was adopted 
by the Board of Directors on January 21, 1996 and was 
subsequently approved at the November 1996 Annual 
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Shareholders’ Meeting. The plan, as amended, provides for the 
grant of options to eligible employees on January 21, 1996 
through January 21,2003. Individual grants are issued for a per¬ 
centage of the employee's annual base salary, (as determined each 
year by the Board of Directors, up to 10%), divided by the fair 
market value of one share of the Company’s common stock on 
the date of grant. Options are eligible to be exercised beginning 
18 months after the date of grant for a period of nine months at 
which time they will expire. In fiscal 1999, the Board of Directors 
approved an amendment to the grant date from January 21 to 
December 31 for grants made subsequent to January 21,1999. 
(d) 1998 Long-Term Equity Incentive Plan 

The 1998 Long-Term Equity Incentive Plan (“Plan”) was adopt¬ 
ed by the Board of Directors on September 15, 1997 and sub¬ 
sequently approved at the December 1997 reconvened Annual 
Shareholder Meeting. All full-time employees of the Company 
and its subsidiaries and all non-employee Directors of the 
Company are eligible to participate in the Plan, except that no 
person owning, directly or indirectly, more than 15% of the total 
combined voting power of all classes of stock shall be eligible to 
participate. The Plan provides for the grant of any or all of the 
following types of awards: (i) Stock Options, including Incentive 
Stock Options; (ii) Stock Appreciation Rights; (iii) Restricted 


Stock; (iv) Performance shares and Units; and (v) other stock- 
based awards. The maximum number of shares of common 
stock that shall be available for grant of awards under the Plan 
shall not exceed 1,500,000, subject to adjustment in accor¬ 
dance with the provisions of the Plan. The exercise price of 
each option is determined by the Board of Directors but can¬ 
not be less than 100% of the fair market value of the underly¬ 
ing common stock on the date of grant. The term of these 
options cannot exceed ten years from grant date. The Plan 
expires in January 2008. 

(e) Warrants 

In connection with the acquisition of Modular I/O, warrants to 
purchase 400,000 shares of common stock at $4.50 were 
issued to the former shareholders and option holders of 
Modular I/O. All of these warrants were fully vested at June 30, 
1996. At June 30, 1999,268,120 warrants had been exercised 
and 55,031 were forfeited under the net issuance method. 

In connection with the 1992 Initial Public Offering, warrants to 
purchase 100,000 common shares at $4.80 per share were 
issued to the underwriter. All of the warrants issued vested in 
January 1993 and were exercised in fiscal year 1997. 


Information regarding the Company’s stock option plans and warrants is summarized below: 



ALL 

1993 

1996 

1998 




ISOP's 

D&O 

ESPP 

LT 

Warrants 

Total 

Outstanding at 6/30/96 

748,474 

153,500 

43,499 

- 

460,000 

1,405,473 

Granted 

399,997 

170,000 

25,510 

- 

- 

595,507 

Exercised 

294,474 

16,500 

- 

- 

216,271 

527,245 

Cancelled 

56,663 

- 

10,154 

- 

21,158 

87,975 

Outstanding at 6/30/97 

797,334 

307,000 

58,855 

- 

222,571 

1,385,760 

Granted 

105,000 

37,000 

43,796 

283,000 

- 

468,796 

Exercised 

64,886 

103,500 

34,031 

- 

70,405 

272,822 

Cancelled 

38,750 

1 17,500 

5,354 

- 

1 1,930 

173,534 

Outstanding at 6/30/98 

798,698 

123,000 

63,266 

283,000 

140,236 

1,408,200 

Granted 

- 

50,000 

79,017 

624,471 

- 

753,488 

Exercised 

42,000 

45,000 

- 

- 

54,583 

141,583 

Cancelled 

- 

- 

27,947 

54,605 

8,804 

91,356 

Outstanding at 6/30/99 

756,698 

128,000 

1 14,336 

852,866 

76,849 

1,928,749 

Exercisable at 6/30/97 

217,333 

108,500 

- 

- 

222,571 

548,404 

Exercisable at 6/30/98 

246,197 

77,500 

- 

- 

140,236 

463,933 

Exercisable at 6/30/99 

420,030 

103,000 

- 

104,165 

76,849 

704,044 

Available for grant at 6/30/99 

7,609 

461,150 

151,635 

643,434 

- 

1,263,828 
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Weighted average option exercise price information for fiscal years 1999, 1998, and 1997 follows: 



1999 

1998 

1997 

Outstanding at July 1 

$ 18.11 

13.53 

6.27 

Granted during the year 

20.89 

25.51 

22.28 

Exercised during the year 

10.19 

7.76 

4.74 

Cancelled during the year 

23.89 

17.81 

9.37 

Outstanding at June 30 

20.15 

18.1 1 

13.53 

Exercisable at |une 30 

15.87 

9.89 

6.71 


Significant option and warrant groups outstanding and exercisable at June 30, 1999 and related weighted average price and life information follows: 

Range of Exercise 

Prices 

Number 

Outstanding 

Weighted 

Average 

Remaining 

Contractual 

Life 

Weighted 

Average 

Exercise 

Price 

Number 

Exercisable 

Weighted 

Average 

Exercise 

Price 

$ 4.50 - $ 13.50 

542,191 

6.17 

$ 8.89 

359,546 

$ 7.03 

$ 14.00 - $ 22.50 

488,221 

8.39 

$ 18.18 

1 10,333 

$ 18.15 

$23.19 - $ 28.75 

483,337 

6.37 

$ 25.60 

126,665 

$ 25.99 

$ 28.88 - $ 34.00 

415,000 

8.14 

$ 30.82 

107,500 

$ 31.17 

$ 4.50 - $ 34.00 

1,928,749 

7.21 

$ 20.15 

704,044 

$ 15.87 

The per share weighted-average fair value of stock options granted at a price equal to fair value of the underlying 

common stock during 

1999, 1998 and 1997 was $ 10.19, $ 1 1.89 and $ 1 1.49, respectively, on the date of grant. The fair value of options at date of grant was 

estimated using the Black-Scholes Model with the following weighted-average assumptions: 






1999 

1998 

1997 

Expected life (years) 



2.90 

3.14 

2.26 

Risk free interest rate 



5.93 % 

5.83 % 

6.05 % 

Volatility 



69.25 % 

62.59 % 

63.30 % 

Dividend yield 



- 

- 

- 
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The Company applies APB Opinion 25 accounting for its plans and accordingly, no compensation cost has been recognized for its stock 
options in the financial statements. Had the Company determined compensation cost based on fair value at grant date for its stock options 
under SFAS 123, the Company’s net income and EPS would have been reduced to the pro forma amounts indicated below: 



1999 

1998 

1997 

Net income, as reported 

$ 12,278,388 

10,090,188 

461,685 

Net income (loss), pro forma 

6,139,834 

6,333,362 

(1,694,626) 

EPS, as reported (basic) 

2.1 1 

1.81 

0.10 

EPS, pro forma (basic) 

1.05 

1.13 

(0.37) 

EPS, as reported (diluted) 

1.99 

1.64 

0.09 

EPS, pro forma (diluted) 

1.05 

1.09 

(0.37) 


Pro forma net income (loss) reflects only options granted since July I, 1995. Therefore, the full impact of calculating compensation cost 
for stock options under SFAS 123 is not reflected in pro forma net income amounts presented above because compensation cost is reflect¬ 
ed over the options’ vesting periods and compensation cost for options granted prior to July 1, 1995 is not considered. 


(13) Retirement Plan 

The Company maintains a retirement plan under Section 401 (k) 
of the Code for all U.S. employees of the Company. The plan pro¬ 
vides for employees to selectively defer a percentage of their 
wages, which the Company matches at a predetermined rate not 
to exceed 4 percent of the employee’s wages. The plan also pro¬ 
vides for additional contributions at the discretion of the Board of 
Directors. Total Company contributions to the plan during the 
years ended June 30, 1999, 1998 and 1997 were $778,566, 
$582,488 and $342,029, respectively. 

(14) Segment Financial Data 

Effective July I 1998, the Company adopted, SFAS 131, 
“Disclosures about Segments of an Enterprise and Related 
Information.” SFAS 131 requires the disclosure of segment data 
based on how management makes decisions about the allocation 
of resources to operating segments as well as the measurement 
of the performance of the segments. 

The Company operates internationally through three operating 
segments: the Computer Group, the Aerospace Group, and the 
European Group. These segments are based on the markets that are 
served, the products that are provided to those markets, and the 
geographic area from which sales are generated.They are managed 


by three managers who report directly to the chief operating 
decision-maker. In addition, each segment utilizes a common sales 
group specializing in that segment’s products. 

•The Computer Group develops, manufactures and markets 
the Company’s processor boards, modular I/O boards, com¬ 
puter connectivity and expansion units, and industrial comput¬ 
er systems. The principal customers of this group are OEM’s 
which serve the communications, industrial automation and 
control, and military systems industries. 

•The Aerospace Group develops, manufactures and markets 
avionics interfaces utilized for military aircraft and satellite 
development and test applications, products sold for teleme¬ 
try ground stations, principally serving the satellite market, and 
data acquisition software. 

•The European Group develops, manufactures and markets the 
Company's Intel-based processor product line, sold in Europe 
and distributed in the United States by the Computer Group. 
The principal current markets for the European Group’s prod¬ 
ucts are operational military and space systems, as well as 
industrial automation and control. The European Group was 
formed with the acquisition of or and ortec in July 1998. 
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The Company measures its segments’ results of operations 
based on income before income taxes and minority interest and 
prior to allocation of corporate overhead expenses, substantial¬ 
ly all amortization of goodwill and intangibles, corporate inter¬ 
est income and expense, and acquired in-process research and 
development charges associated with purchase business 


combinations.The accounting policies used to measure segment 
results of operations are the same as those described in Note 
I. Intersegment sales are accounted for at prevailing market 
prices and were not significant in the fiscal years ended June 30, 
1998 or 1997. 




Computer 

Group 

Aerospace 

Group 

European 

Group 

Corporate 
and Unallocated (1) 

Other (2) 

Total 

Gross Sales 

1999 

$ 64,527,766 

32,002,628 

13,493,068 

. 

- 

1 10,023,462 

Intersegment sales 


(386,042) 

(1 15,396) 

(3,522,791) 

- 

- 

(4,024,229) 

Sales from external 
customers 


64,141,724 

31,887,232 

9,970,277 

- 

- 

105,999,233 

Sales from external 

customers 

1998 

45,076,992 

29,136,909 

- 

- 

- 

74,213,901 

Sales from external 

customers 

1997 

28,710,101 

22,446,104 

- 

1,658,363 


52,814,568 

Interest income 

1999 

3,629 

980 

1 1,570 

282,193 

. 

298,372 


1998 

10,998 

3,596 

- 

1,106,277 

- 

1,120,871 


1997 

1,588 

893 

- 

520,634 

- 

523,1 15 

Interest expense 

1999 

7,378 

_ 

87,364 

192,834 

_ 

287,576 


1998 

1,672 

- 

- 

186,004 

- 

187,676 


1997 

28,054 

- 

- 

480,623 

- 

508,677 

Depreciation and 

1999 

687,943 

607,522 

148,554 

4,194,289 

- 

5,638,308 

amortization 

1998 

380,200 

454,743 

- 

2,063,353 

- 

2,898,296 


1997 

335,599 

301,279 

- 

1,572,806 

- 

2,209,684 

Segment profit (Income before 

1999 

13,467,185 

10,756,753 

3,254,694 

(7,597,025) 

(527,514) 

19,354,093 

taxes and minority interest) 

1998 

1 1,272,446 

10,973,1 10 

- 

(5,704,368) 

- 

16,541,188 


1997 

7,510,683 

9,179,434 


(4,921,432) (1 

1,000,000) 

768,685 

Total assets 

1999 

26,276,760 

1 1,173,670 

7,741,039 

46,816,386 

_ 

92,007,855 


1998 

16,309,571 

10,450,496 

- 

47,555,120 

- 

74,315,187 


1997 

1 1,167,518 

7,457,367 

- 

42,540,129 

- 

61,165,014 


(1) The corporate and unallocated column includes amounts for corporate items and businesses sold. With regard to results of operations, corporate and unallocated includes 
corporate overhead, substantially all interest expense, interest income, and amortization expense associated with goodwill and intangibles not considered in assessing 
segment profit. Corporate assets primarily include cash and cash equivalents, deferred income tax assets and intangible assets. 

(2) Fiscal 1999 and 1997 include charges for acquired in-process research and development associated with purchase business combinations that management does not con¬ 
sider in assessing segment profits. 
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SBS Technologies, Inc. and Subsidiaries 

Notes to Consolidated Financial Statements (continued) 


(15) Geographic Areas and Major Customers 




United 

States 

Domestic 

United 

States 

Exports 

Germany 

Total 

Sales from External 

1999 

$ 79,150,230 

16,878,726 

9,970,277 

105,999,233 

Customers (1) 

1998 

62,634,057 

1 1,579,844 

- 

74,213,901 


1997 

44,256,058 

8,558,510 

- 

52,814,568 

Long-lived assets, net 

1999 

7,002,752 

_ 

318,965 

7,321,717 


1998 

4,460,276 

- 

- 

4,460,276 


1997 

2,481,851 

- 

- 

2,481,851 


(I) Sales are classified according to the location of the shipment. 

During the years ended June 30, 1999, 1998 and 1997, United States export sales as a percentage of total United States sales were 17.6%, 
I 5.6%, and 16.2% respectively. United States export sales were made primarily in the following foreign markets: 


1999 1998 1997 



Sales 

% 

Sales 

% 

Sales 

% 


(000's) 


(000's) 


(000's) 


United Kingdom 

$ 1,680 

10.0 

1,400 

12.1 

1,100 

12.8 

Germany 

1,525 

9.0 

1,100 

9.5 

800 

9.3 

Korea 

420 

2.5 

700 

6.0 

1,000 

1 1.7 

France 

1,415 

8.4 

1,150 

9.9 

700 

8.2 

Japan 

4,050 

24.0 

2,600 

22.5 

1,300 

15.2 

Canada 

2,215 

13.1 

1,700 

14.7 

1,400 

16.3 

Sweden 

2,100 

12.4 

480 

4.1 

245 

2.9 

Israel 

1,035 

6.1 

220 

1.9 

65 

0.8 

All Others 

2,439 

14.5 

2,230 

19.3 

1,949 

22.8 


$ 16,879 

100.0 

1 1,580 

100.0 

8,559 

100.0 


In fiscal 1999, 1998 and 1997, no one customer, or group of entities known to be under common control, exceeded 10% of the Company’s 
sales. 


(16) Contingencies 

The Company is subject to various claims which arise in the ordinary course of its business. In the opinion of management, the amount of 
ultimate liability with respect to these actions will not materially affect the financial position, results of operations, or liquidity of the 
Company. 
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(505) 875-0600 
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1284 Corporate Center Drive 
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SBS Technologies, Inc., Embedded Computers 
6301 Chapel Hill Road 
Raleigh, North Carolina 27607 
(919) 851-1 101 

SBS Technologies, Inc., Embedded PPC Products 
5791 Van Allen Way 
Carlsbad, California 92008 
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SBS Technologies, Inc., Industrial Computers 
5791 Van Allen Way 
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(760) 438-6900 


The Company’s Annual Report 
to the Securities and 
Exchange Commission on 
Form 10-K (excluding exhibits) 
will be furnished without charge to 
stockholders upon written request to: 
SBS Technologies, Inc. 

Investor Relations 
2400 Louisiana Blvd. NE 
AFC Bldg. 5-600 

Albuquerque, New Mexico 87110 

Annual Meeting 

Thursday, November I I, 1999 
I 1:00 am PST at: 

SBS Technologies, Inc. 

5791 Van Allen Way 
Carlsbad, California 92008 

Trading and Dividend Information 

SBS Technologies, Inc. 
common stock is listed on 
The Nasdaq Stock Market® 
under the symbol SBSE. 


SBS Technologies, Inc., Modular I/O 
181 Constitution Drive 
Menlo Park, California 94025 
(650) 327-1200 

SBS or Industrial Computers GmbH & Co. KG 
Memminger Str. 14 
Augsburg, Germany D-86159 
49 821-5034-0 

ortec Electronic Assembly GmbH 
Westernacher Str. 39 
Mindelheim, Germany D-87719 
49 8621-3049 

SBS Technologies, Inc..Telemetry and 
Communications Products 
5791 Van Allen Way 
Carlsbad, California 92008 
(760) 438-6900 


Common Stock Market Price 


Fiscal 1998 

High 

Low 

First Quarter 

$ 26.250 

$ 20.125 

Second Quarter 

31.375 

22.125 

Third Quarter 

29.250 

23.000 

Fourth Quarter 

33.375 

26.500 

Fiscal 1999 

First Quarter 

$ 31.250 

$ 21.375 

Second Quarter 

23.500 

9.375 

Third Quarter 

24.375 

16.500 

Fourth Quarter 

21.063 

17.750 

The closing price on September 


17, 1999 was $26,375. 

As of September I, 1999, there 
were approximately 250 share 
owner accounts of record, as 
defined by Rule 12g5-1 of the 
Exchange Act. 

SBS has not paid any cash dividends 
on its common stock. Management's 
current policy is to retain earnings, 
if any, for use in the Company's 
operations and for expansion of the 
Company's business. 
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All statements in this annual report, other than statements of historical fact, that address activities, events or developments that SBS Technologies, Inc. (“SBS”) or management intends, expects, projects, believes 
or anticipates will or may occur in the future are forward-looking statements. These statements are based upon certain assumptions and assessments made by management of SBS in light of its experience and 
its perception of historical trends, current conditions, expected future developments and other factors it believes to be appropriate. The forward-looking statements included in this report are also subject to 
a number of risks and uncertainties, including but not limited to economic, competitive, governmental and technological factors affecting SBS’ operations, markets, products, services, and prices. These forward- 
looking statements are not guarantees of future performance and actual results, developments and business decisions may differ from those expressed or implied by these forward-looking statements. 

All references to “SBS” refer to SBS Technologies, Inc. and its subsidiaries. lndustryPack®is a registered trademark of SBS Technologies, Inc. PC*MIP™is a trademark 
of MEN Micro, Inc. of Carrollton,TX, and SBS Technologies, Inc. All other trademarks used herein are the property of their respective owners. 
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